COUNCIL  CONSEL
OF EUROPE  DE LEUROPE

COMMITTEE OF EXPERTS ON THE
EVALUATION OF ANTI-MONEY
LAUNDERING MEASURES AND THE
FINANCING OF TERRORISM
(MONEYVAL)

MONEYVAL(2011)26

Azerbaijan

Progress report! and written analysis by the
Secretariat of Core Recommendations

14 December 2011

1 Second 3rd Round Written Progress Report Submitted to MONEYVAL




Azerbaijan is a member of MONEYVAL. This progress report was adopted at MONEYVAL's 37t
Plenary meeting (Strasbourg, 13-16 December 2011). For further information on the examination

and adoption of this report, please refer to the Meeting Report of the 37t Plenary meeting at
http://www.coe.int/moneyval

© [2011] European Committee on Crime Problems (CDPC)/ Committee of experts on the evaluation of anti-
money laundering measures and the financing of terrorism (MONEYVAL)

All rights reserved. Reproduction is authorised, provided the source is acknowledged, save where otherwise
stated. For any use for commercial purposes, no part of this publication may be franslated, reproduced or
fransmitted, in any form or by any means, electronic (CD-Rom, Internetf, etc) or mechanical, including
photocopying, recording or any information storage or retrieval system without prior permission in writing
from the MONEYVAL Secretariat, Directorate General of Human Rights and Rule of Law, Council of Europe
(F-67075 Strasbourg or dghl.moneyval@coe.int).




Table of Contents

1. Written analysis of progress made in respect of the FATF Core

ReCOMMENAALIONS . ...cciiiiiiiscserrarsnsssssssesss s e e s e e e a R e e e AR e e e ne s 4
1.1. INIELOAUCTION covevrreeeeeseeeeessseseessssssssssssssseseess e sssss s R R RS R R RS R RS RS RE R 4
1.2. Detailed review of measures taken by Azerbaijan in relation to the Core
R ECOIMINEIIAALIONS. . eetrveveusreeersssseeessusseseessssseseessssssessessssseseesss s ssssss e Re 8 R8 R RR SRR RS0 5
1.3. MAIN CONCIUSIONS wvvreeereeeessseesssssssssssssssssssesssssssssss s ssssssssss s s ssssss s s s s s s s sssass s 21

2. Information submitted by Azerbaijan for the 27 progress report ........ccovsesursenans 23
2.1. General overview of the current situation and the developments since the last evaluation
relevant in the AML/CFT fleld .. ssssssssssssssssssssssssssssssssssssssssssssssssssssssenss 23
2.2. COTE TECOMMENAAIONS w.ocrrervesseeeresssereesssseseesssssessessssseseesssss e ssasses s sss s Ras s e s n s sn s st e 32
2.3. Other RECOMMENAALIONS ...rueeernesssessssesss s s sssssssssssssss s ssssssssss s s sassssases 70
2.4. SPECIHIC QUESTIONS wouvevereeresseessessssssssesss s s s st st s s st s s s s s asss st s 142
2.5. Questions related to the Third Directive (2005/60/EC) and the Implementation Directive
(2006 70/ EC) werrreeereereeeessssessssssussessesssssssssssssssasessssssssessssssssssssesss s essseassessssss s esssss st 5sss 44458811044 EE RS EE RS2 R RR R RS 147
2.6. SEALISTICS .euvvreeressseeeeesssseseessssseseesssssesessssseeseess s e e s R8s RR RS R RR R R AR R R R 152

KT N 0 5 73 1 s o 161
3.1 APPENDIXI - Recommended Action Plan to Improve the AML / CFT System......ccccuuueeene. 161
3.2. APPENDIX II — ReleVant EU tEXLS ... ssssssssssssssssssssssssssssssssssssssssssssssssssssssens 172
3.3. APPENDIX III — LiSt Of ACTONYIMS USEA w.couurrrerureeersreessmsmeeesssesesssssssssssssssssessssssssessssssssssssesssessssasessssssssessas 174

This is the second 34 Round written progress report submitted to MONEYVAL by the
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10, R. 13, SR.II and SR.1V), in accordance with the decision taken at MONEYVAL’s 32nd
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Azerbaijan

Second 3rd Round Written Progress Report
Submitted to MONEYVAL

1. Written analysis of progress made in respect of the FATF Core
Recommendations

1.1. Introduction

1. The purpose of this paper is to introduce Azerb&jasecond report back to the Plenary
concerning the progress that it has made to renteelydeficiencies identified in the 3rd round
mutual evaluation report (MER) on selected Recondatons.

2. The on-site visit to Azerbaijan took place fromtb2l6 April 2008. MONEYVAL adopted the
mutual evaluation report (MER) of Azerbaijan unthes third round of evaluation at its2®lenary
meeting (8-12 December 2008). As a result of thluation process, Azerbaijan was rated Non-
compliant (NC) on 19 Recommendations and Parti@tynpliant (PC) on 22 Recommendations,
including most of the core and key recommendations.

3. According to MONEYVAL procedures, Azerbaijan subtmit its first year progress report to
the Plenary in December 2009. THeptogress report was analysed and adopted by thelamary
and as a result Azerbaijan was requested to repoktin December 2011.

4. This paper is based on the Rules of Procedureasecein March 2010, which require a
Secretariat written analysis of progress agairsttre Recommendatidnd he full progress report

is subject to peer review by the Plenary, assibiedhe Rapporteur Country and the Secretariat
(Rules 38-40). The procedure requires the Plermabetsatisfied with the information provided and
the progress undertaken in order to proceed wétattoption of the progress report, as submitted by
the country, and the Secretariat written analysi#f) both documents being subject to subsequent
publication.

5. Azerbaijan has provided the Secretariat and Plewihya full report on its progress, including
supporting material, according to the establisheagmess report template. The Secretariat has
drafted the present report to describe and anallgseprogress made for each of the core
Recommendations.

6. Azerbaijan received the following ratings on theecBecommendations:

R.1 — Money laundering offence (NC)

SR.Il — Criminalisation of terrorist financing (PC)

R.5 — Customer due diligence (NC)

R.10 — Record Keeping (PC)

R.13 — Suspicious transaction reporting (NC)

SR.IV — Suspicious transaction reporting relatedetworism
(NC)

! The core Recommendations as defined in the FAGEealures are R.1, R.5, R.10, R.13, SR.ll and SR.IV.



7. This paper provides a review and analysis of thasuees taken by Azerbaijan to address the
deficiencies in relation to the core Recommendati®ection Il) together with a summary of the

main conclusions of this review (Section IlI). Tiuaper should be read in conjunction with the

progress report and annexes submitted by Azerbaijan

8. Itis important to be noted that the present aigligguses only on the core Recommendations
and thus only a part of the Anti-Money Launderingi@dating the Financing of Terrorism
(AML/CFT) system is assessed. Furthermore, wheesag®y progress made, effectiveness was
taken into account, to the extent possible in aepdmsed desk review, on the basis of the
information and statistics provided by the countpd, as such, the assessment made does not
confirm full effectiveness.

1.2. Detailed review of measures taken by Azerbaijan in relation to the Core
Recommendations
A. Main changes since the adoption of the MER

9. Since the adoption of the MER and the First PragResport, Azerbaijan has taken a significant
number of measures with a view to addressing tHieieecies identified in respect of the core
Recommendations, including:

» further amendments of the Criminal Code in 2010ritler to bring its ML and FT articles into
line with the Palermo and Vienna Conventions ardWiN Convention for the Suppression of the
Financing of Terrorism;

« amendments aimed at ensuring Azerbaijan completélyinalised money laundering in
respect of all the FATF’s designated categoriesfi@hces by introducing new criminal provisions
on market manipulation and new provisions on insid®rmation;

» establishment of more comprehensive CDD procedamdgecord keeping requirements.

10. Azerbaijan has also taken additional measures doead deficiencies identified in respect of
the key and other Recommendations, as indicatéteiprogress report. However these fall outside
of the scope of the present report and are thusefietted in the text of the analysis beneath.

B. Review of measures taken in relation to the CorBecommendations

Recommendation 1 - Money laundering offence (rateMC in the MER)

11. In the 3" round MER Azerbaijan was rated NC for R.1, in viefsthe fact that a number of
important deficiencies existed at that time, intipaftar not all of the designated predicate offence
were covered and the ML Article was not in line lwiienna and Palermo Conventions, since
physical and material elements were not clearlpaated.

12. Deficiency No.1- Azerbaijan should establish offences of insideditrg and stock market
manipulation.Azerbaijan follows an “all crimes” approach to mgraundering and the 3rd round
report found 19 of the 20 designated categoriasffehces required by the FATF to be covered for
money laundering purposes. Only offences dealing wisider trading and market manipulation
were not covered. At the time of the adoption af finst 3° round progress report legislation to
remedy these deficiencies was in dratft.




13. The Law of the Republic of Azerbaijan, No 973-II@Qn amendments to individual legislative
acts of the Republic of Azerbaijan to enhance thevgntion of the legalization of criminally
obtained funds or other property and the finan@hterrorism” (adopted by the Parliament of the
Republic of Azerbaijan on March 5, 2010) has intrwed relevant amendments to the Criminal
Code as well. By this Law, enacted on March 17,026farket manipulation (article 203-1) and
insider trading (article 202-2) have been clasgifie criminal offences. Under the provisions of the
Criminal Code, insider trading and market manipatatoffences shall be considered as serious
crimes with mandatory confiscation of property.

14. The above-mentioned Law amended the Criminal Codeedate an offence under Article 202-
2CC of insider trading carrying up to 8 years irapniment with confiscation of property or a fine
from 3,000 to 5,000 manats in its basic form, aiitth Wigher penalties where there are aggravating
factors, such as a conviction for the same crimi@iinvolvement of an organised crime group or
in a preliminary conspiracy. The wording of thiside of the CC is broadly in line with
international understanding of such an offence. &l@x, it seems that while the transfer of such
information to a % party is covered, the provisions of Article 2024@ not cover the criminal
liability of a third party for the use of dissemied insider information.

15. In relation to market manipulation, actions comsiity market manipulation are defined in
Article 203-1, and appear to correspond with irdtionally recognised understanding of this
concept. This Article of the Criminal Code stipelimprisonment for market manipulation up to 8
years confiscation of property or a fine from 5,007,000 manat in its basic form, with higher
penalties where there are aggravating factors, sgchhe conviction for the same crime, the
involvement of an organised crime group or theafdbe mass media.

16. It should be noted that Azerbaijan in respect ahitralisation of insider trading and market
manipulation has taken broad steps to addressi¢fiiency and now all predicate offences to ML
are criminalised. This deficiency is fully covered.

17. Deficiency No.2— Azerbaijan should widen the offence of “financofgerrorism” to cover all
relevant issues as predicate offences to moneyd&inmg)Azerbaijan has taken necessary steps to
address this deficiency, in particular re-definadicle 214-1 and brought it into line with the UN
Convention for the Suppression of the Financingjeforism (see also information under SR.II).

18. Deficiency No.3— Azerbaijanshould amend legislation to provide clear defimsofor the
following concepts: “financial transactions”, “othretransactions”, “money funds” or “property”.

In order to address these deficiencies Azerbaijad mtroduced several amendment to the
AML/CFT Law and the Law “On Combating Terrorismh particular, Articles 1.0.1ctiminally
obtained funds or other property) and 1.0.3tfansactions with funds or other property) of the

AML/CFT Law and Article 1 {unds or other property) of the Law “On Combating terrorism”.

Article 1.0.1. criminally obtained funds or otherrpperty — funds of every kind, property, whether
movable or immovable, corporeal or incorporeal, géle or intangible, legal documents
evidencing the title to such property, obtainededily or indirectly through the commission of an
offence provided by the Criminal Code of the ReapudflAzerbaijan.

Article 1.0.3. transactions with funds or other pperty — transactions aimed at acquisition,
exercising, change or termination of civil rights the funds or other property as a result of
transactions with them.

Article 1 of the Law of the Republic of Azerbaijg®n Combating Terrorism»:



funds or other property— means assets of every kind, from a legitimatdlegitimate source,
whether tangible or intangible, movable or immoeatiiowever acquired, and legal documents or
instruments in any form, including electronic, eriding title to, or interest in, such assets,
including, but not limited to, bank credits, trased cheques, bank cheques, money orders.

19. In relation to the definitions dfinancial transactions” and“other transactions” it should be
stated that Article 1.0.3. in conjunction with tadicle 324 of the Civil Code covers definitions of
“financial transactions” and“other transactions’, since the Articles of the AML/CFT Law and the
Civil Code are not limited to specific areas.

20. Regarding the definitions dfunds” and “property”, they are covered by Articles of the
AML/CFT Law (art. 1.0.1.) and the Law “On combatitegrorism” (Art. 1). The definitions used in
these Articles fully correspond with the definitionthe UN Convention for the Suppression of the
Financing of Terrorism.

21. It seems that Azerbaijan has taken substantiak siegthis matter in order to implement wide
definitions in accordance with the internationajuieements and the recommendations of te 3
round MER.

22. Deficiency No.4— Azerbaijan should make the necessary amendmeimtdi¢te 193-1 of the
Criminal Code to bring it into line with the proiess of the Vienna and Palermo Conventitms.
the 3 round MER of Azerbaijan it was stated that thegitsl elements of the money laundering
offence do not fully correspond to the Vienna armleRno Conventions. Particularly it was
recommended to remedy these shortcomings in codaiirig money laundering offence in line with
international standards. In this regard Azerbdfigilowed those recommendations and amended CC
in order to bring ML articles into line with intestional standards. The wording of the revised
articles cited below.

«Article 193-1. Legalization of funds or other progg, knowing that such funds or other
property is the proceeds of crime

193-1.1. Legalization of funds or other propertgpWing that such funds or other property is the
proceeds of crime, that is:

193-1.1.1. the conversion or transfer of funds threo property, knowing that such funds or other
property is the proceeds of crime, for the purpokseoncealing or disguising the illicit origin dfi¢
funds or other property or of helping any persorovidinvolved in the commission of any crime to
evade the legal consequences of his or her actioaccomplishment of financial transactions or
other deals for the same purposes by using fundstrer property, knowing that such funds or
other property is the proceeds of crime;

193-1.1.2. the concealment or disguise of the miatere, source, location, disposition, movement or
ownership of or rights with respect to funds orestiproperty, knowing that such funds or other
property is the proceeds of crime—

shall be punished by a fine at a rate from 200G@ap000 manats or imprisonment from six up to
nine years with confiscation of property with deption of the right to hold the certain post or to
engage in the certain activity for the term uphiet years or without it.

193-1.2. The same acts, committed:

193-1.2.1. by group of persons in a preliminarysmracy;
193-1.2.2. repeatedly;

193-1.2.3. by a person using his/her official poait—



shall be punished by imprisonment from eight upléeen years with confiscation of property, with
deprivation of the right to engage in certain aitiés and to hold certain post up to three years or
without it.

193-1.3. The acts provided for by articles 193-6t.193—1.2 of this Code, committed:
193-1.3.1. by organized group or criminal commu(gtyminal organization);
193-1.3.2. in large amount—

shall be punished by imprisonment from ten up &\ years with confiscation of property with
deprivation of the right to hold the certain postto engage in the certain activity for the termtop
three years or without it.

Note: In the article 193-1.3.2 of this Code therffa amount” shall mean the amount exceeding
45 000 manats.

Article 194. Acquisition, possession, use or distios of funds or other property, knowing, at the
time of receipt, that such funds or other propeitythe proceeds of crime

194.1. Beforehand not promised acquisition, possess use of funds or other property in large
amount, knowing, at the time of receipt, that siuctds or other property is the proceeds of crime,
or disposition of funds or other property, knowihgt such funds or other property is the proceeds
of crime, for the purpose not to conceal or disgulee illicit origin of the funds or other property

shall be punished by the fine from one thousantb upree thousand manats or restriction of liberty
for the term up to three years or with the impris@mt for the term up to four years with
confiscation of property.

194.2. The acts provided for by article 194.1 &f phesent Code, committed:

194.2.1. by group of persons in a preliminary coreyy or organized group;

194.2.2. by an official person with use of his/bervice position;

194.2.3. by person, who have been convicted eddighis crime;

194.2.4. in the large amount—

shall be punished by imprisonment for the term frgimn up to ten years with confiscation of
property.

In Article 194.1 of the Criminal Code «significaarmount» means the sum from one thousand up to

seven thousand manats, in Article 194.2.4 of thei@al Code «large amount» means the sum
exceeding seven thousand manats.

23. According to the wording of the new Articles, the_Mffence has been brought into line with
the requirements of the Vienna and Palermo Conwesitiwith the exception that the offence in
A.194 (acquisition, possession or use) is limitedotoperty in “significant amounts” and “large
amounts” (1-7,000 Manats, approx 900 Euros), wigchot in line with the international standard.
Azerbaijan should consider revising Article 194 dntimely fashion in order to meet all the
requirements of the Vienna and Palermo Conventions.

24. Deficiency No.5— Azerbaijan should criminalise clearly and expligitthe conversion or
transfer of property, knowing that such propertytli® proceeds of crime, for the purpose of
concealing or disguising the illicit origin of th@operty or of helping any person who is involved i
the commission of the predicate offence to evadeldfal consequences of his or her action.
According to the amendments to the Criminal Codécksr 193 was revised. The physical and
material elements, in particular the conversiotramsfer of property, knowing that such property is
the proceeds of crime, for the purpose of concgaimdisguising the illicit origin of the propernty




of helping any person who is involved in the consiue of the predicate offence to evade the legal
consequences of his or her action, are coverelebywording of the Article 193-1.1.1.

25. Deficiency No.6— Azerbaijan should criminalise clearly the conceattner disguise of the
true nature, source, location, disposition, movemman ownership of or rights with respect to
property, knowing that such property is the proseefl crime.Article 193-1.1.2 of the Criminal
Code (please see information above) covers theirements of the Vienna and Palermo
Conventions, specifically the concealment or disguiof the true nature, source, location,
disposition, movement or ownership of or rightshwiespect to property, knowing that such
property is the proceeds of crime.

26. Deficiency No.7— Azerbaijan shouldccriminalise clearly the acquisition and possessafn
property knowing at the time of receipt that suobperty is the proceeds of crimgs it was stated

in the previous paragraphs, Azerbaijan has intreduamendments to the Criminal Code to bring
the ML offence into line with international standar In this regard Article 194 (the wording of the
article is cited in paragraph 25) of the CC was raufeel to cover such physical elements as
acquisition and possession of property knowinghat time of receipt that such property is the
proceeds of crime.

27. However, the property is still limited to propeity“significant amounts” and “large amounts”.

28. Deficiency No.8— Azerbaijan shouldtriminalise conspiracy in order to cover agreemetats
commit basic money laundering by others not inwbineorganised crimeAs it has been explained
by Azerbaijan to the experts in the course of pmesidiscussions a combination of Articles 27, 28
(preparation of crime), 29 (attempt) of the CC panvide a functional equivalence to the Common
Law offence of conspiracy for minor serious andeeggly serious crimes and when prosecuting
offences committed by organised crime. While caraspi to commit basic ML is not explicitly
provided for, it is accepted that this can be cedezither as preparation or attempt (Article 27, 28
29 CC).

29. Deficiency No.9-Azerbaijan should clarify the Criminal Code to matkelear that Azerbaijan
has jurisdiction for the money laundering offendeew the predicate offence was committed abroad
by a foreign citizenConcerning the clarification of jurisdiction foreahmoney laundering offence
when the predicate offence was committed abroad fmyreign citizen, the Azerbaijani authorities
rely on article 12lnplementation of the criminal law concerning tlergons who have committed
a crime out of border of the Republic of Azerbagjjahthe Criminal Code:

A foreign citizen who has committed a crime outsitipirisdiction of the Republic of Azerbaijan,
shall be instituted to criminal liability under th@&riminal Code when:

if the crime targeted against the citizens or iets of the Republic of Azerbaijan;

in the cases stipulated by international instrursentwhich the Republic of Azerbaijan is a party, i
these persons were not condemned in the foreige sta

Foreign citizen committed a crime against the peacel mankind's, war crimes, terrorism,
financing of terrorism, stealing of an air ship,ptare of hostages, torture, a sea piracy, illegal
circulation of narcotics and psychotropic substamamanufacturing or sale of false money, attack
on persons or the organizations using the inteoral protection, the crimes connected to nuclear
materials, and also other crimes, punishment forctvtstipulated in international instruments to
which the Republic of Azerbaijan is a party, shlinstituted to criminal liability and punishment
under the Criminal Code, irrespective of a placeafhmitting a crime.



30. This provision is not wholly relevant as the persemo commits the underlying predicate
offence abroad may not be the money launderer. Gfenmelevance is the article 2.2 of the
AML/CFT Law, which appears to give an explicit a$dr ML jurisdiction when the funds have
been criminally obtained outside Azerbaijan.

31. It seems therefore that Azerbaijan has jurisdicfmmthe money laundering offence when the
predicate offence was committed abroad by a foraigmen, which will allow to investigate
third/autonomous ML. However it is impossible tsess the effectiveness of these provisions in
practice since there has been no cases investiigetieid respect.

32. Deficiency No.10Azerbaijani prosecutors should test the provisitimsy have to prosecute
money laundering as a “stand alone” crime and, wherecessary, invite the courts to draw
necessary inferencedt appears that the Azerbaijani prosecutors havik tt addressed
autonomous / stand alone ML cases, and ML caseaimeooupled with the predicate offence
(corruption).

33. Deficiency No.11- Azerbaijan is strongly advised to introduce a psioi in its legislation
clarifying that the absence of a judicial findinfauilt in respect of the predicate offence showdtl
preclude money laundering investigations and progens. This should be coupled with a
provision, which clearly indicates that the existerof the underlying predicate offence (or, indeed,
the intentional element of the money launderingraf) can be established in a money laundering
case by objective facts and circumstanéaxording to the Azerbaijani Legal Doctrine, altieles

of the Criminal Code may serve as a basis for a@mprosecution on their own. Article 193-1 of
the Criminal Code criminalises money launderingm@ral prosecution of the money laundering
offence does not require the successful prosecafioorruption offences.

34. Therefore the absence of a judicial finding of ginlrespect of the predicate offence does not
preclude money laundering investigations and pug#@ts. The criminal prosecution of the money
laundering offence shall be founded solely on ttevipg of the elements of this particular offence.
Moreover, the possibility of the investigation diet ML as a separate criminal offence is
substantiated by the provisions of AML/CFT Law.

35. It seems that there is possibility to carry out tweestigations simultaneously, in particularly
predicate offence and ML offence. However thera guestion of effectiveness in practice, since
there has been no investigations on third/autoneniucase, it appears that it would be quite hard
for prosecutors to investigate ML case without dctiens for predicate offences, except possibly
for corruption offences. This deficiency has noemaddressed as the evaluators strongly advised
and there still remains a lack df arty ML investigations and prosecutions.

36. Deficiency No.12- There needs to be a firm prosecution policy anéitive of jurisprudence,
particularly on the evidentiary requirements. Thébould be accompanied by training and
awareness-raising in respect of police officerspgarcutors and judgesince 2010 a number of
trainings, workshops and seminars were organisegidiges, prosecutors and investigators to assist
them in carry out their duties in respect of ML/Hhe detail of these trainings is unclear and ts no
known, what, if any emphasis is given t§ Barty / autonomous ML, and ML in the context of
offences other than corruption. It seems that thoseings and seminars were organised in the
framework of the Action Plan for the implementatiofh the National Strategy For Increasing
Transparency and Anticorruption 2007-2011, whichstiyofocuses on anti-corruption issues.
However Azerbaijan should also concentrate on gihedlicate offences.
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Effectiveness

37. In 2009, at the time of the first progress reptiiere had been 1 ML conviction and the
predicate offence was corruption. In 2010 alsoghvers 1 ML conviction, which was also related to
a corruption offence.

38. In 2011 - 5 cases are still under the investigatiod 2 cases are under the prosecution in the
court. The 5 cases under the investigation are thighAnticorruption Department of the GPO, and
the 2 cases under consideration by the court acecalrruption related.

39. The number of convictions for money laundering ésywlow. All convictions are related to
corruption and are self-laundering. There no tpiady/autonomous laundering cases. It seems that
the Azerbaijani authorities are still more focusmdfighting against corruption, but not ML and
other major proceeds-generating predicate offerClesrly more awareness-raising and training is
needed for investigators, prosecutors and judgeshenimportance of ML in other predicate
offences.

40. As a general conclusion in respect of R.1 since atleption of the °1 progress report,
Azerbaijan revised the ML articles in order to coed physical and material elements of ML
according to the Vienna and Palermo Conventions @iminalised insider trading and market
manipulation, which is very welcome. Now all desitgd predicate offence are covered by the CC.
As for statistics Azerbaijan should pay more attento other predicate offences.

Special Recommendation |l - Criminalisation of terorist financing (rated PC in the MER)

41. Deficiency 1 identified in the MER- Azerbaijan is strongly recommended that financifig o
terrorist organisations and individual terroristebexplicitly criminalisedAt the time adoption of
the 3° evaluation report, the financing of terrorism offe in Azerbaijan had a number of
substantial deficiencies. However, in order to addrthese deficiencies, Azerbaijan adopted the
Law No 973-IlIQ “On amendments to individual legitiVe acts of the Republic of Azerbaijan to
enhance the prevention of the legalization of amaty obtained funds or other property and the
financing of terrorism” (adopted by the Parliamenthe Republic of Azerbaijan March 5, 2010)
has introduced a new definition of the terrorietficing offence to the Criminal Code.

Article 214-1. Terrorist financing

Willful provision or collection funds or other prefy by any means, in full or in part, directly or
indirectly, with the intention that they should dieed or in the knowledge that they are to be used i
order to finance the preparation, organization oarying out by a person or by a group
(organization, community) of persons of an act Wwhionstitutes a crime within the scope and as
defined in the articles 102, 214, 215, 219, 21947, 278, 279, 280, 282 of the Criminal Code of
the Republic of Azerbaijan, or by an individualrteist or by a terrorist organization—

shall be punished by imprisonment for the term ftemup to twelve years with the confiscation of
property.

Note:

1. Terrorist financing offence shall not requireatithe funds were actually used to carry out or
attempt a terrorist act or be linked to a spectécrorist act.

2. The person who has committed act, provided &witticle 214-1 of this Code shall be released
from a criminal liability if he/she had warned auotities or in different way promoted prevention of
commitment of such act and if in his/her actionsréhwere no attributes of structure of other
crime».
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42. According to these amendments the terrorist fimanciffence has been re-defined in Article
214-1 of the Criminal Code. It now clearly covemsahcing of individual terrorists or terrorist
organisations within the meaning of the FATF staddaThe new definition of terrorist financing
does not use previously uncertain concepts suchmasey resources”, “money”’ and “other
property”. The wording of the new definition is @l€learer on another issue - that terrorist
financing shall not require that the funds wereaialty used to carry out or attempt a terroristact
be linked to a specific terrorist. The Criminal @duas been significantly improved to comply with
Special Recommendation Il, which is vey welcome.

43. Deficiency 2 identified in the MER Referring to the meaning of the terms “money resesit
and “other property” the evaluators were unablefiod definitions of these concepts. Furthermore
no definition was found for the term “money”. It it clear if the concept “money resources”
refers without any doubt to cash, money in the baockounts or financial deposits and if the
property includes all physical objects and propeights. It is also not clear if the concept covers
all types of negotiable instruments and bank actouBecause of that, the evaluators consider that
future clarification is required to cover all thesmncepts.Pursuant to the Law 973-IlIQ the
wording of the Article 1 of the Law “On Combatingefforism” was revised. The definition of
“funds and other property” is defined in paragraghof this Article.

Article 1 of the Law of the Republic of Azerbaijgdn Combating Terrorism» has been amended by
the new definition of funds or other property:

«funds or other property- means assets of every kind, from a legitimatélegitimate source,
whether tangible or intangible, movable or immoeatliowever acquired, and legal documents or
instruments in any form, including electronic, eriding title to, or interest in, such assets,
including, but not limited to, bank credits, traged cheques, bank cheques, money orders».

44. The new definition of terrorist financing does nate previous uncertain concepts such as
“money resources”, “money” and “other property”.eltiefinition is taken from the UN Convention

for the Suppression of the Financing of Terrorism.

45, Deficiency 3 identified in the MER The legislation does not provide a definition aifrifls” in
relation to terrorism financing. Azerbaijan shoutthsure that “funds” fully covers the concept,
as defined in the Terrorist Financing Conventiés noted in paragraph 57 Azerbaijan introduced
amendments to the Law “On combating terrorism”. Taeised definition of “funds and other
property” under Article 1 of the Law “On Combatifigrrorism” stipulates the required definition,
which fully corresponds to the UN Convention on FT.

46. Deficiency 4 identified in the MER Azerbaijan should ensure that the financing ofagam
provision explicitly extends to any funds, whethery come from legitimate or illegitimate sources
The Law No 973-111Q “On amendments to individuajidative acts of the Republic of Azerbaijan
to enhance the prevention of the legalization whitrally obtained funds or other property and the
financing of terrorism” has introduced a new deiom of the terrorist financing offence to the
Criminal Code and revised the wording of the Adidl of the Law “On Combating Terrorism” in
respect of definition of “funds and other propertg¥funds or other property- means assets of
every kind, from a legitimate or illegitimate soerc.”).

47. The new Article 214-1 of the CC, in conjunction lwithe revised Article 1 of the Law “On
Combating Terrorism”, ensures that the financindesforism provision explicitly extends to any
funds, whether they come from legitimate or illegéte sources.
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48. Deficiency 5 identified in the MER- The legislation should also provide that the teigor
financing offence should not require that the fumgse actually used to carry out or attempt a
terrorist act or be linked to a specific terrorisct In order to address this deficiency, as was
mentioned above, Azerbaijan amended the TF offembish is now fully in line with international
standards. The wording (see paragraph 55) of thedadinition is also clearer on another issue -
that terrorist financing shall not require that thads were actually used to carry out or attempt a
terrorist act or be linked to a specific terrogst.

49. Deficiency 6 identified in the MER The legislation does not address the issue whetieer
intentional element can be inferred from objecfi@ets and circumstances, and the issue has not
been tested in practice. It would be prudent tolieitly provide for this Azerbaijan national
legislation has accepted with the ratification loé tPalermo Convention that the criminal intent,
knowledge or purpose can be inferred from objedtetual circumstances.

50. In accordance with article 124 of the Code of Cniahi Procedure reliable evidence
(information, documents, other items) obtained liy ¢ourt or the parties to criminal proceedings
shall be considered as prosecution evidence. Sidbree shall be obtained in accordance with the
requirements of the Code of Criminal Procedure, strall be produced in order to show whether or
not the act was a criminal one, whether or notatttecommitted contains the features of offence and
other circumstances essential to determining treggeh correctly. If there is no doubt as to the
accuracy and source of the information, documemtsather items and as to the circumstances in
which they were obtained, they may be acceptedleble evidence.

51. It seems that Azerbaijan has necessary tools ¢v thé intentional elements from the objective
facts and circumstances, however the effectiveireskis respect could not be assessed in desk
review.

52. Deficiency 7 identified in the MER- Azerbaijan should consider extending the offence of
financing of terrorism to legal entitieth the 3 MER of Azerbaijan the assessment team noted that
there was no criminal liability for ML or FT to lagpersons. In order to address this shortcoming
Azerbaijan has submitted the draft Law “On amendméa Criminal Code of the Republic of
Azerbaijan” for the final discussion to the jointovking Group consisting of representatives of the
Government and Parliament of the Republic of Azigghain October 2011. Once agreed by the
Working Group, the draft law will be sent to therlRanent for adoption during its next spring
session. This draft Law introduces the provisiomgarporate criminal liability.

53. According to those proposed amendments to the Gaintode legal persons shall be subject to
criminal liability for offences stipulated in Arlies 144-1, 144-2, 193-1, 194, 202-2, 203-1, 214,
214-1, 247, 248, 249, 250, 251, 252, 253, 254, 255,1, 256.2, 257, 258.1, 258.2, 259, 260.2,
261, 312, 312-1.2-ci, 316-2 of this Code. It candeen that legal persons shall be subject to
criminal liability for ML (Art. 193-1) and FT (Art.214-1). Azerbaijan should adopt these
amendments as soon as possible to introduce ctifi@ibgity to legal persons.

54. Hence, Azerbaijan has not yet remedied the defigiédentified in the % round MER which
recommends extending the offence of financing abtesm to legal entities. No other legislative
steps have been taken in this respect.

Effectiveness

55. According to the statistics provided by Azerbaijaimce the adoption of thé' Progress report
there have been no investigations, prosecutiortoivictions in respect of TF. In this regard it is
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hard to assess the existing framework to combainTa-desk review. Effectiveness of these legal
provisions will be assessed during tferdund on-site mission to Azerbaijan.

56. As a conclusion it should be noted that Azerbaijaok significant steps to remedy the
deficiencies identified in the 3VEER in respect of SR.II, which is very welcome piarticular they
have brought into line the TF Article and coverdldiae requirements of the TF Convention. The
only legal shortcoming that remains — relates tmicial liability of legal persons.

Recommendation 5 - Customer due diligence (rated N the MER)

57. Deficiency 1 identified in the MER- The Azerbaijani authorities should introduce
comprehensive AML/CFT legislation with a “risk beseapproach. In the & round MER of
Azerbaijan it was stated as a deficiency that tieer® comprehensive AML/CFT legislation with a
“risk-based” approach. In order to comply with thisquirement Azerbaijan has adopted the
Regulation “On establishment of Internal Contro$®yn”. This Regulation introduces a “risk-based
approach” performing enhanced and simplified customue diligence measures for different
categories of customer, business relationshipssa@ions and products.

58. According to item 6 of this Regulation, each rejmgrtentity should establish the rules and
procedures that allow detection of all types oksiselated to customers, business relationships,
transactions and products. Moreover, the reposimtifies may determine additional risk types for
identifying and assessing the risks related to mdaendering or terrorism financing along with
risk types specified by this Regulation.

59. It appears that Azerbaijan has created a basit fiegmework which addresses the “risk-based”
approach. However it is impossible to assess tlegsd provisions in practice in a desk review.

60. Deficiency 2 identified in the MER Azerbaijan is strongly advised that the asteriskettria

in R.5 be placed into AML/CFT legislation (the astieed criteria are set out directly
beneathPursuant to the Law #973-1lIQ Azerbaijan adoptedeadments to Article 9 of the
AML/CFT Law that included all asterisked criteria R.5.Further in the report all of these criteria
will be considered in detail.

61. Deficiency 3 identified in the MER- Financial institutions should not be permitted teek
anonymous accounts or accounts in fictitious nanéksere numbered accounts exist, financial
institutions should be required to maintain thensiuch a way that full compliance can be achieved
with the FATF Recommendations. For example, trenéimal institutions should properly identify
the customer in accordance with these criteria, #msl customer identification records should be
available to the AML/CFT compliance officer, otlagpropriate staff and competent authoritiss.
the time of the adoption of thé"3JER the evaluators noted that there was no probibto keep
anonymous accounts or accounts in fictitious narmesrder to rectify this deficiency Azerbaijan
implemented the requirements of R.5. In particidssential criteria 5.1 has been implemented by
Article 9.1 of the AML/CFT Law, based on which mtoring entities are not permitted to keep
anonymous accounts or accounts in fictitious namesnonymous deposit accounts, as well as to
issue the anonymous deposit certificates. It agpteat Azerbaijan implemented necessary legal
provisions to address this deficiency.

62. Deficiency 4 identified in the MER- Financial institutions should be required to unch

customer due diligence (CDD) measures when: esfablj business relations; carrying out
occasional transactions above the applicable destignh threshold (USD/€ 15,000). This also
includes situations where the transaction is catrieut in a single operation or in several
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operations that appear to be linked; carrying oatasional transactions that are wire transfers in
the circumstances covered by the InterpretativeeNot SR VII; there is a suspicion of money
laundering or terrorist financing, regardless ofyaexemptions or thresholds that are referred to
elsewhere under the FATF Recommendations; or trendial institution has doubts about the
veracity or adequacy of previously obtained custoidentification data.ln order to comply with
criteria 5.2, Azerbaijan amended Article 9.2 of tAML/CFT Law. According to this Article
monitoring entities shall take CDD measures in ftiilowing cases: before establishing business
relations (9.2.1); before carrying out occasionansactions above the applicable designated
threshold in the amount of 15.000 manats; this aistudes situations where the transaction is
carried out in a single operation or in severalrafiens that appear to be linked (9.2.2); before
carrying out occasional transactions that are waasfers regardless of the amount (9.2.3); when
there is a suspicion of money laundering or testdiinancing regardless of any exemptions or
thresholds (9.2.4); when there are doubts aboutvénacity or adequacy of previously obtained
customer identification data (9.2.5). These measuken by Azerbaijan fully cover the
requirements of criteria 5.2.

63. Deficiency 5 identified in the MER Financial institutions should be required to idéntthe
customer (whether permanent or occasional, and kérenatural or legal persons or legal
arrangements) and verify that customer’s identigjing reliable, independent source documents,
data or information (identification datazssential criteria 5.3 has been implemented bigl&g 9.2
and 9.8 of the AML/CFT Law. In accordance with Al& 9.2 of the AML/CFT Law, monitoring
entities shall identify the customers and bendficianers (whether permanent or occasional, and
whether natural or legal persons or legal arrangésh@nd on the basis of Article 9.8 shall verify
the identification data of their customers and liieis@ owners using reliable and independent
sources.

64. Deficiency 6 identified in the MER- For customers that are legal persons or legal
arrangements, the financial institution should eguired to verify that any person purporting to
act on behalf of the customer is so authorized, idedtify and verify the identity of that person.
Article 9.4 of the AML/CFT Law stipulates that idéitation of a legal person shall be carried out
on the basis of the notarized copy of their chasted state registration certificate of the legal
person. Monitoring entities shall verify that angrgon purporting to act on behalf of the customer
is so authorized, and identify and verify the idgrof that person. Monitoring entities are reqdire
to verify the legal status of the legal person,obyaining proof of incorporation (establishment or
existence), and obtain information concerning thst@mer’s name, legal form, address, directors
(for legal persons), and provisions regulatingpgbwer to bind the legal person.

65. Deficiency 7 identified in the MER Financial institutions should be required to idéntthe
beneficial owner, and take reasonable measuregiifywvthe identity of the beneficial owner using
relevant information or data obtained from a reli@tsource such that the financial institution is
satisfied that it knows who the beneficial ownefAigrbaijan has implemented necessary legal
provisions to identify the beneficial owner of naiupersons as well as legal persons. Pursuant to
Article 9.8 of the AML/CFT Law, the monitoring etiéis, in cases stipulated in Article 9.2 of this
Law, shall verify the identification data of theiustomers and beneficial owners using reliable,
independent sources. For all customers, the mamitoentities should determine whether the
customer is acting on behalf of another person,siwdild then obtain sufficient identification data
stipulated in Articles 9.4-9.6 of this Law to verihe identity of that other person. For customers
that are legal persons, the monitoring entitiesanaired to take reasonable measures to understand
the ownership and control structure of the custoraed to determine who are the natural persons
that ultimately own or control the customer (thikludes those persons who exercise ultimate
effective control over a legal person or arrangeinen
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66. Deficiency 8 identified in the MER- For all customers, the financial institution should
determine whether the customer is acting on bebflénother person, and should then take
reasonable steps to obtain sufficient identificatidata to verify the identity of that other
personEollowing the recommendations of the assessorsb&jan has introduced procedures on
determining whether the customer is acting on adfadnother person. In accordance with article
9.6 of the AML/CFT Law, a representative authorizedact on behalf of a customer shall submit
the documents evidencing competence, as well & wtlevant identification documents depending
on the customer being a natural or a legal peBaged on the article 9.8 of the AML/CFT Law the
monitoring entities shall verify the identificatiatata of their customers (natural or legal person)
and beneficial owners using reliable, independeuntces.

67. As regards the securities sector, according tattiele 5.1.3., 5.2.4 and 5.4 of the “Regulations
on carrying out broker activity in securities mdtkand articles 4.1, 4.2 and 4.3 of “Regulations on
carrying out professional management of securitiesecurities market” measures applying for
identification and verification of customers acting behalf of another person are obtaining the
power of attorney and the ID of both persons ingdlv

68. Deficiency 9 identified in the MER- For customers that are legal persons or legal
arrangements, the financial institution should keequired to take reasonable measures to determine
who are the natural persons that ultimately owrcontrol the customefollowing the amendments
adopted on March 5, 2010, Article 9.8 of the AML/CEaw defines that for customers that are
legal persons, the monitoring entities are requitedake reasonable measures to understand the
ownership and control structure of the customed, tandetermine who are the natural persons that
ultimately own or control the customer (this inadgdhose persons who exercise ultimate effective
control over a legal person or arrangement).

69. Deficiency 10 identified in the MER- Financial institutions should be required to contluc
ongoing due diligence on the business relationghipccordance with Article 9.12 of AML/CFT
Law, monitoring entities shall conduct ongoing dlilegence on the business relationship. Ongoing
due diligence process should include: scrutinyrafdactions undertaken throughout the course of
the relationship to ensure that the transactioivsgbeonducted are consistent with the institution’s
knowledge of the customer, their business and pisifile, and the source of funds (9.12.1);
ensuring that documents, data or information ctdéainder the CDD process is kept up-to-date
and relevant by undertaking reviews of existingords, particularly for higher risk categories of
customers or business relationships (9.12.2).

70. Deficiency 11 identified in the MER The concept of verification and identification skibbe
further established. The Azerbaijani authoritieedd take steps to apply an enhanced verification
process in appropriate cases. Financial instituicghould then determine an internal procedure for
approval from senior management for categories lights, products, services and transactions
considered as higher risk of money laundering ahteoorism financingn order to address this
deficiency Azerbaijan has explicitly defined in thenended Article 9.13 of the AML/CFT Law
enhanced CDD measures. According to this articlaitoing entities shall perform enhanced due
diligence for higher risk categories of customarsibess relationship or transaction. Article 9.14
describes the enhanced CDD measures performeat bgdhitoring entities.

71. As for the requirement in respect of senior managgmapproval for conducting transactions,
AML/CFT legislation has identified two circumstascehen it is required. The senior management
approval for conducting transactions with some &igisk customers has been reflected in article 9-
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1.2 of the AML/CFT Law and the item 7.12 of the Rkgion “On Establishment of Internal
Control Systems”.

72. According to the Article 9-1.2 of the AML/CFT Lawanitoring entities are required to obtain
senior management approval for establishing busimektionships with a politically exposed
person of a foreign country. Where a customer e kaccepted and the customer or beneficial
owner is subsequently found to be, or subsequérdbomes a politically exposed person of a
foreign country, monitoring entities should be rieedh to obtain senior management written
approval to continue the business relationshipoAlccording to item 7.12 of the mentioned
Regulation, establishing of new correspondent imlahip shall be based on the approval of the
senior level management of the monitoring subject.

73. Deficiency 12 identified in the MERFnancial institutions should be advised to use oy

the documents as currently prescribed by law bsb @b use other reliable, independent source
documents, data or information for the verificatiohthe customer’s identitfems 5.3 and 5.4 of
the Regulation “On Establishment of Internal ConBgstems” stipulates that for verification of
identification data obtained about the customer laggeficial owner, the monitoring subject may
apply one or more measures set forth in articl®& éhd 9.10 of the AML/CFT Law for the
verification of information. For verification of ghsubmitted data, as a rule, information should be
obtained from independent sources that do not cdmisets.

74. Deficiency 13 identified in the MER Azerbaijani legislation should provide a definitio
“beneficial owner”, on the basis of the glossary the FATF Methodolog$Beneficial owner”
definition is stipulated in the article 1.0.12 b&tAML/CFT Law on the basis of the glossary of the
FATF Methodology as follows: “beneficial owner —tmil person(s) who ultimately owns or
controls a customer and/or the person on whoselfbaheaansaction is being conducted; it also
incorporates those persons who exercise ultimatectefe control over a legal person or
arrangements”. It appears that the definition oérféficial owner” is fully in line with FATF
Methodology.

75. Deficiency 14 identified in the MER- Financial institutions should be required to obtain
information on the purpose and intended naturéheftiusiness relationshiursuant to Article 9.11
of the AML/CFT Law, monitoring entities shall oltainformation on the purpose and intended
nature of the business relationship.

76. Deficiency 15 identified in the MER- The scrutiny of transactions and the updating of
identification data acquired during the CDD proces®uld be undertaken as an ongoing process
of due diligence on the business relationship. Tégiirement should be set out by the AML Law,
in order to ensure that the transactions being aaned are consistent with the financial
institutions’ knowledge of the clieRursuant to Article 9.12 of the AML/CFT Law, morittg
entities shall conduct ongoing due diligence on theiness relationship. This ongoing due
diligence process should include: scrutiny of tesisns undertaken throughout the course of the
relationship to ensure that the transactions bemgducted are consistent with the institution’s
knowledge of the customer, their business and piiile, and the source of funds (9.12.1);
ensuring that documents, data or information ctdl@ainder the CDD process is kept up-to-date
and relevant by undertaking reviews of existingords, particularly for higher risk categories of
customers or business relationships (9.12.2).

77. Deficiency 16 identified in the MER It should be made clear to financial institutiommat if
they are unable to satisfactorily complete CDD nuees, (before account opening or commencing
business relations or where the business relatipnstas commenced, when doubts about the
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veracity or adequacy of previously obtained dat&e)r they should consider making an SAR.
accordance with Article 9.15 of the AML/CFT Law, &fe the monitoring entity is unable to
identify and verify the parties of transactions where there has been a refusal to submit
identification information on the customer or becief owner, or the financial institution has
doubts about the veracity or adequacy of previowdltained customer identification data, the
monitoring entity shall not open the account, comeoee business relations or perform the
transaction, and in accordance with Article 11 tw# taw shall inform the Financial Monitoring
Service.

78. In addition, following the MONEYVAL recommendatianade in desk-based review in 2010,
abovementioned obligation has been also extendigdnn5.9 of the Regulation “On Establishment
of Internal Control Systems”. It appears that Aagem has clearly introduced procedure for Fls if
they are unable to comply with criteria 5.3-5.6.

79. Deficiency 17 identified in the MER Financial institutions should be required by enfemble
means to identify all existing clients (on the basf materiality and risk) and to conduct due
diligence on such existing relationships at apprafg times, in order to acquire all missing data
and informatiorArticle 9.16 of the AML/CFT Law obliges monitoringntities to apply CDD
measures to customers existing before the entiatwéorce of this Law, on the basis of materiality
and risk and to conduct due diligence on such iegistelationships at appropriate times. And
jointly with paragraph 88 reporting entities hagecbnduct ongoing due diligence on the business
relationship. This approach formally address tta@tsbming.

Effectiveness

80. Overall it is clear that Azerbaijan has taken digant legislative and regulatory measures to
address the identified deficiencies on R.5 andritegbmore consistency to CDD procedures, which
is very welcome. The effectiveness of implementegasares in respect of CDD cannot be
determined in a desk review. Based on the provistatistics it is unclear how many of the
sanctions applied related to violation of CDD regoients. Notwithstanding, the developments
overall appear to be in the right direction, andwdti increase effectiveness of implementation. This
will need to be confirmed in the follow up assessine

Recommendation 10 - Record Keeping (rated PC in thelER)

81. Deficiency 1 identified in the MER A clear obligation to keep records of account fitexl
business correspondence should be introduced fdimaincial institutions A clear obligation for

all financial institutions to keep records of thecaunt files and business correspondence and to
retain documents supporting customer identificatooestablished in Article 10 of the AML/CFT
Law. However, paragraph 10.1.2 of the Law reqguirencial institutions to keep account files and
business correspondence of the transaction foreast|5 years following completion of the
transaction, which is not in line with RecommenaiatilO (criterion 10.2), which requires the
keeping of these records for at least five yealteviing the termination of an account or business
relationship. Authorities noted that the Regulatissued by the FMS on the establishment of the
internal control system has a record keeping piamvigl1.4.1. and 11.5) that would fully address
this aspect. However, the requirements of the AMATTaw take precedence over those envisaged
by a regulation. Azerbaijan should address thistsbhming by amending the AML/CFT law.

82. Deficiency 2 identified in the MER- All documents relating to customer identificatioatal
must be retained for a minimum period of 5 yeard amde readily available to all relevant
authorities. Pursuant to Article 10.3 of the AML/CFT Law, monitgy entities are obliged to
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ensure that all customer and transaction recordsrdarmation mentioned in Article 10.1 of the
Law are available on a timely basis to the supmiauthorities and Financial Monitoring Service
upon appropriate request. In accordance with Artidd of the AML/CFT Law, the monitoring
entities shall maintain: documents on CDD meas@amgsaged by the article 9 of the Law,
documents on the transactions with the funds argihoperty and documents envisaged by articles
9-1 and 9-2 of the Law, if no longer period is saged by the legislation; documents on due
diligence measures of the customer, beneficial owneauthorized representative — at least for 5
(five) years after the customer’s account is clogedfter termination of legal relations with the
customer; documents on the transactions with thelSfuor other property conducted by the
customer (account files, business correspondenat aher relevant documents) and the
information prepared in accordance with the artitleof the Law — at least for 5 (five) years
following completion of the transaction.

83. Deficiency 3 identified in the MER A provision to ensure that the mandatory recoedging
period may be extended in specific cases upon segqfean authority should be included in the
legislation.Pursuant to Article 10.3 of the AML/CFT Law, thenBframe stipulated in Article 10.1
of the Law may be prolonged if requested by supai authorities or the Financial Monitoring
Service in specific cases upon proper authority.

84. Deficiency 4 identified in the MER No formal provision requiring that customer transan
records to be made available on a timely basis dmelstic competent authoritieBursuant to
Article 10.2 of the AML/CFT Law, monitoring entigeare required to ensure all customer and
transaction records and information mentioned & Alnticle 10.1 of the Law are available on a
timely basis to the supervision authorities andakaial Monitoring Service upon appropriate
request.

85. Deficiency 5 identified in the MER No provision as yet in secondary legislation deifinthe
record keeping documents to be retained and thgthenf retention in the insurance sectam.
accordance with the Article 123.2 of the Law “Ormsurance Activity” amended in June 30/2009,
insurers, reinsurers and insurance intermediafiesild preserve the documents related to the
operations carried out by them as well as inforamatin such operations contained in the electronic
information carriers within the term at least 5 ngeafter the cancelation of legal relationship with
clients or other contract parties, and identifisatilocuments of the client, beneficiary or competen
representative prescribed in the article 13 of tlaw within the term determined by the legislation
(this term is also determined 5 years accordintghéarticle 10 of AML/CFT Law) and should
submit them to the competent state authority ire cdsiecessity.

Effectiveness

86.In general, Azerbaijan has taken necessary stepsngly with the requirements of R.10, with
the exception noted above with regard to the rekeegping obligation concerning account files and
business correspondence. In respect of effectigertesould not be assessed in a desk review. It
was unclear whether these had been sanctionsdacles of record keeping requirements.

Recommendation 13 — Suspicious transaction reportin (rated NC in the MER)

87. Deficiency 1 identified in the MER Azerbaijan as a matter of the highest priority sldoset
up a system of mandatory reporting of suspicioaadactions and activities in law or regulation.
The reporting obligation should relate both to sogms concerning money laundering and to
suspicions concerning the financing of terrorism.
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88. The Azerbaijani authorities took important legislatsteps to comply with Recommendation
13 in the AML/CFT Law. Based on the article 7.2tlhié AML/CFT Law, monitoring entities shall
make suspicious transaction report (STR) to Firenblonitoring Service on funds or other
property, transactions with them and the attemptgdrry out transactions regardless of their
amount.

89. The Regulation broadly defines the ways in whidh$TRs should be submitted to the FIU and
determines the content of the information to bevisied to the FIU. The text of Article 7.2 of the
AML/CFT Law together with the Regulations bring Akeijan broadly into line with the text of
Recommendation 13.

90. Deficiency 2 identified in the MER- All financial institutions and relevant non-finaati
institutions covered by the FATF recommendatiomgi{e EU Directive) should be subject to the
reporting duty.In accordance with the amendments to the AML/CFW baade on March 5, 2010,
the mandatory requirement to make STR also refeadl teporting entities.

Effectiveness

91. Pursuant to the statistics provided by Azerbaif@nduantity of STRs has risen dramatically in
recent years since the adoption of tiepiogress report. In 2009 commercial banks subdifte
STRs, in 2010 — 7920 STRs and in 2011 — 25049. sitnaficant increase in number of STRs,
submitted to the FIU consequential to the adopdibmmendments to the AML/CFT may have been
influenced by the recent installation of analytisaftware. It appears at present that most of the
STRs relate to objective indicators in the Law r{iga&ctions associated with the citizens or
companies from high-risk jurisdictions (24452),eign PEPs (194) and etc.) and only few STRs
(the catch-all STR regime), according to Articl.T.(other situations that cause suspicious of ML
etc), were submitted to the FIU.

92. The impression is that banks just strictly follonetAML/CFT Law obligations, where there
objective indicators. Though they are still lessufged on additional analysis of other transactions
that might be suspicious. It is noted that only BRS related to ML were disseminated to law
enforcement during the reporting years. It app#zasthere is still work to do in making the STR
regime effective.

93. In respect of the non-baking financial institusoand DNFBPs, the provided statistics show
that few STRs are provided outside the bankingosect

94. In any event it should be noted that Azerbaijan heasessary legal provisions in place to
establish a comprehensive STR regime. A detailsgsasnent of the effectiveness of the STR
regime will be carried out in the follow up round.

95. In regard to the above-mentioned Azerbaijan shdelke necessary steps to increase the
number of disseminated cases to law enforcemepgriticular additional guidelines or trainings are
needed for the Fls to raise the awareness of gexgers to the importance of Article 7.2.1 of the
AML Act.

2C



Special Recommendation IV— Suspicious transactioreporting related to terrorism (rated NC

in the MER)

96. Deficiency 1 identified in the MER The evaluators recommend that Azerbaijan as a matte
the highest priority should set up a system of ratorgt reporting of suspicious transactions and
activities. The reporting obligation should reldteth to suspicions concerning money laundering
and to suspicions concerning the financing of tesra and should cover all predicate offences. All
financial institutions and relevant non-financialstitutions covered by the FATF recommendations
(or the EU Directive) should be subject to the mtipg duty. As noted above, it appears that
Azerbaijan has now established an STR system icepia law which is applicable for terrorist
financing as required under Special Recommend#tion

Effectiveness

97. During the period covered by th& progress report, in 2009 only 1 STR was submiibeithe
FIU that was related to TF, in 2010 - 12 STRS an@011 3 STRS. All of the TF STRs were
analysed by the FIU and disseminated to law enfoece, though they did not result in formal
investigations by law enforcement. In practice, batady all of them were related to potential
matches with names on the UN lists. It appearstt@aSTR regime in respect of TF is beginning to
work.

1.3. Main conclusions

98. The financial “threshold” in respect of A.194 shiblle reconsidered and it is strongly advised
that it should be removed. Beyond this, on Reconutaton 1, progress has been made in that the
range of designated categories of predicate offsoew complete. Only a number of cases were
investigated in the period under review. All of tt@nvictions related to self laundering. As at the
time of the % report, Azerbaijan is strongly encouraged alsint@stigate and prosecute stand-
alone money laundering cases, where the evidenomitpe in respect of serious proceeds-
generating cases other than corruption.

99. The shortcomings in the criminalisation of TF haween addressed in that the individual
terrorist and terrorist organisations are now cedelVhile the issue of corporate criminal liability
has been revisited, there is no progress on the isscriminal liability of legal persons. However,
the draft Law “On amendments to Criminal Code & Republic of Azerbaijan” was developed in
order to introduce the provisions on corporate icrahliability, which was submitted to the joint
Working Group consisting of representatives of @@/ernment and Parliament of the Republic of
Azerbaijan in October 2011. Once agreed by the \WMgriGroup, the draft law will be sent to the
Parliament for adoption during its next spring 8@ssn any event, the offence as it stands appears
on a desk review, to be broadly implemented in Vifth SR.II.

100.0n Recommendation 5 there have been several signifiand positive developments in the
regulatory measures to address the shortcomingtifidd in the report. Azerbaijan has introduces a
risk-based approach and the definition of “benefi@wner” is fully in line with the FATF
Methodology in the amended AML/CFT Law. The effeetiess of all legal provisions will also be
fully analysed in the forthcoming follow up onsitisit.

101 Azerbaijan has implemented necessary legal provgsio create a comprehensive formal STR
regime. In the light of the limited number of disseations by the FIU to law enforcement and the
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preponderance of reports is based on objectiveanatis, there is still more work to do to make the
regime fully effective in practice.

102.In conclusion, subject to what has been said ab®szerbaijan has responded positively to most
of the recommendations in the last report with eespto the Core Recommendations. Steady
progress is being made overall in the implementaticche AML/CFT regime.

103.In conclusion, as a result of the discussions helthe context of the examination of this
second progress report, the Plenary was satisfidthe information provided and the progress
being undertaken and thus approved the progresstrapd the analysis of the progress on the core
Recommendations. Pursuant to Rule 41 of the Rulgwraredure, the progress report will be
subject of an update in two years from the adopuiothis report unless thé"4nsite visit has taken
place before then.

The MONEYVAL Secretariat
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2. Information submitted by Azerbaijan for the 2" progress report

2.1. General overview of the current situation and the developments since the
last evaluation relevant in the AML/CFT field

Position at date of first progress report (23 Septaber 2009)

Following the Third Round Mutual Evaluation of theti-money laundering and combating financing
terrorism (AML/CFT) system of the Republic of Azaijan completed in December 2008, MONEYVAL
experts offered a number of recommendations to omgrthe existing legislation. Under FATF
Recommendations, the Republic of Azerbaijan regaesbke targeted measures to ensure further
development of the AML/CFT system and present aynaess report at the MONEYVAL Plenary in
December 2009.

Within implementing such measures it is expecteddaieve overall compliance of internal AML/CFT
system with FATF 40+9 Recommendations. This invelmaprovement of legislation, institutional
reforms and international cooperation.

The Government of Azerbaijan has achieved subatamtogress in aligning the AML/CFT framework
with FATF Recommendations and in establishing ddssystem to combat money laundering and
financing terrorism in Azerbaijan.

Comprehensive legal reforms were conducted in acogance with FATF Recommendations.New
preventive AML/CFT Law (the Law of the Republic &zerbaijan “On the Prevention of the
Legalization of Criminally Obtained Funds or OtHeroperty and the Financing of Terrorism”) was
adopted in February of 2009. It addresses critisisifnthe Mutual Evaluation Report and eliminates th
gaps highlighted in the assessment. By the AML/CEW had been established mandatory provisions
concerning the identification and verification ofistomers and beneficial owners, record keeping
requirements, requirements of reporting CTR and ,S8$ablishment of the internal control system by
designated financial institutions and DNFBP.

In order to align national legislative frameworkthvinternational AML/CFT standards and requirements
significant number of legislative acts, specifigall codes, 15 laws and 6 presidential decreemtat t
covering more than 100 articles, were amended Iy 2009. So, Laws “On Auditing Services”, “On
Currency Regulation”, “On Notaries”, “On Investmeéninds”, “On Advocates and Advocate Activities”,
“On Non—Governmental Organisations (public assamiatand funds)”, “On Banks”, “On Lottery”, “On
Post”, “On Central Bank of the Republic of Azerbaij, “On Precious Metals and Precious Stones” and
“On Insurance Activity”, Civil Code, Criminal CodeCriminal Procedural Code and Code of
Administrative Infringements were amended by this/w

Particularly, criminal liability for «tipping off»was established in the Criminal Code. Administetiv
liability for all other breaches of the AML/CFT listation was established in the Code of Administeat
Infringements. The liability measures cover failtogreport CTR and STR, to perform CDD measures, to
apply internal control mechanisms and other elemastwell. All these amendments were made in a very
short period of time, during the next session @& farliament following the receiving MONEYVAL

recommendations.

Hence, as a result of legal reforms in the AML/CGf&a:

X STR and CTR systems were improved in line with FARgeommendations;

X3 CDD measures (including ongoing and enhanced digexée) for financial institutions and
DNFBPs were expanded;

X3 record keeping requirements were strengthened;

X internal control systems by the financial instibas and DNFBPs were developed,;

X3 regulation and supervision of the financial insgtdns and DNFBPs was enforced;

X measures on international cooperation are define iclearly;
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®,

X3 a more precise mechanism for freezing and seizirfgrals related to money laundering and
financing of terrorism was established.

Regulators of all financial institutions and DNFBéRssignated by the AML/CFT Law were granted with
the relevant functions. The Statutes of the relevaupervisory authorities were amended by the
Presidential Decree # 130 from July 20, 2009 twipleothem with adequate powers.

For further implementation of FATF Special Recomdeion IX, Declaration form for currency brought
into or out of the Republic of Azerbaijan submitteg the State Customs Committee to the Financial
Monitoring Service under the Central Bank of theoiaic of Azerbaijan was approved by the Ordinance
# 112 from July 28, 2009, of the Cabinet of Ministef the Republic of Azerbaijan.

The designated threshold for the purposes of FAEEoRimendations 5 and 19 for transactions with
funds or other property in the amount of 20 000 atsu(15 000 euro) was approved by the Chairman of
the Central Bank of the Republic of Azerbaijantify,)2009.

In order to implement FATF Recommendation 7 inte Hanking legislation, Central Bank Regulation
“On opening, maintenance and closing of accountdanks” has been amended in October 2009.
Currently, in relation to cross-border correspondemking relationships banks should, in addition t
performing CDD measures to take the measures @t easential criteria 7.1-7.5.

So, most of the concerns in the AML/CFT area intBagan have been resolved. Nevertheless in ooder t
further develop and improve national legislatiormfbi.aw on amendments to some legislative acthef t
Republic of Azerbaijan has been prepared. The aments are going to be done to the AML/CFT Law,
Criminal Code, Code of Administrative Infringementsd Criminal Procedure Code, the Laws “On State
registration and registry of legal persons”, “Onn\governmental organizations (social associations a
funds)”, “On Normative legal acts”, “On Auditor S&ges”, “On Currency regulation”, “On Notaries”
and “On Suppression of Terrorism”.

The Draft Law was submitted to the Council of Ew@irectorate of Cooperation.

Azerbaijan has also made significant reforms in crating effective AML/CFT institutional
framework in line with FATF Recommendations. In accordance with the Decree of the Presidethief
Republic of Azerbaijan of February 23, 2009 Finahdflonitoring Service was established under the
Central Bank of the Republic of Azerbaijan. Finahdilonitoring Service under the Central Bank of the
Republic of Azerbaijan was established in ordeptovide implementation of the state policy in the
AML/CFT sphere, to improve the supervision systerd o coordinate the activity of the relevant state
authorities in this field. Financial Monitoring S@e serves as a national centre for the receiving
(requesting), analysis and dissemination of STR atlter information regarding potential money
laundering or terrorist financing.

The Statute of the Financial Monitoring Service vegproved on July 16, 2009. Shortly after this
according to the Decree of the Chairman of the @emBank the structure and the staff list were
confirmed.

Director and Deputy Director of the Financial Mamihg Service were appointed by the Decree of the
President of 07 October 2009. After that, appoimim@f key positions have already been made for the
short period.

Financial Monitoring Service is composed of the édior, Deputy Director, Secretariat and eight
Departments, which are the followings:

X3 Data Processing Department;

Analytical Department;

Supervision Department;

Legal and Methodological Department;

International Cooperation Department;

Information Technologies Department;

Administrative Department;

Accounting Department.

There are 41 employees, including leadership afFim@ncial Monitoring Service.
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Within the second decade of October Financial Mwirity Service was provided with the administrative
building, as well as its budget for 2009 was apptbvAt present Financial Monitoring Service is
appropriately equipped with IT and other equipménttrently the budget for 2010 was approved, and it
reflects prior needs of the Service, such as estabént of IT system, training of employees, etc.
FINANCIAL MONITORING SERVICE operationally indepeerdt and functions under required budget
framework to ensure operational efficiency as w&slprovide market-based salary and motivation syste
to ensure long-term operational and institutionstainability.

Immediately following the appointment of Financhbnitoring Service leadership, two main directions
of further activity have been determined: IT systam development of an internal Action Plan.
Concerning first direction it should be mentiongdttthe reporting system and information databdse o
the AML/CFT division of the Central Bank (created2003) has started to be transferred to Financial
Monitoring Service and it will be expanded to imtduDNFBPs as well. According to the approved
Action Plan, the Financial Monitoring Service wile in a position to receive first STR and CTR in
December of 2009. For that purposes “Regulationsutnmission of data by monitoring entities and othe
persons involved in monitoring to the Financial Moring Service under the Central Bank of the
Republic of Azerbaijan” was approved by the Direcibthe Financial Monitoring Service. It is plamhe
to organize special training for supervision auties, financial institutions and DNFBP to be more
acquainted with relevant Regulations.

Additionally, the needs of the IT system of thedfinial Monitoring Service were assessed within the
frame of the AZPAC Project of the Council of EurojpeSeptember 2009. According to assessment
experience of Italy, Netherlands, Poland, Russid Biraine may be useful for Azerbaijan FIU in
strengthening its IT system, which have AML/CFT teyss similar to Azerbaijani. Particularly it
concerns information exchange with supervisory Ewdenforcement authorities, as well as obtaining
access to databases of appropriate state agencies.

Second direction related to the development of atioA Plan to improve the Azerbaijani AML/CFT
system taking into account recommendations cordaiime the Council of Europe MONEYVAL
Committee Country Report has been initiated. Thepg@red Action Plan was coordinated with the
MONEYVAL Secretariat during consultations. Aftendil revision, the Action Plan was approved by the
Director of the Financial Monitoring Service andther implementation of the Action Plan was taken
under special control.

The Action Plan spanned three years. The measuteberimplemented with the participation of all
authorities involved in the AML/CFT system, incladi the FINANCIAL MONITORING SERVICE,
Central Bank, General Prosecutor’'s Office, MinistfyNational Security, Ministry of Finance, Minigtr

of Justice, State Customs Committee and State Cwesrfor Securities. The Action Plan covered all
aspects of the AML/CFT system and it included tgldpecific measures to:

X3 improve legislation;

improve the activity of Financial Monitoring Sereic

improve supervision over the financial instituticarsd DNFBP;

develop the system of personnel education andrngafor AML/CFT purposes.

Paying special attention to the international coafien, Financial Monitoring Service requested the
Egmont Group of FIUs for the membership. At presapplication letter is under the consideratioriHzy
Egmont Outreach Working Group and Financial MomitgrService is expecting for advises on further
actions required in order to become an Egmont Groember.

Financial Monitoring Service intends to cooperatéghwthe Eurasian Group on Combating Money
Laundering and Financing of Terrorism. This issiedordinated with appropriate national agencies.
Financial Monitoring Service pays significant atten to technical assistance issues and actively
cooperates with international organisations andifor state agencies to this end.

In April 2009 the Central Bank requested from th&tnational Monetary Fund technical assistance on
AML/CFT issues. The request consisted of the folhms:

R/

X multidisciplinary training course(s) for financiatelligence officers;
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X multidisciplinary training course(s) for other redmt agencies designated in the AML/CFT
Law;

X organizational support to the Financial MonitoriBgrvice, e.g. providing guidelines, job
descriptions, Manual of Operations, Rules of Praced
X study visits for the new staff of Financial Monitay Service to other FIU's to be more

acquainted with relevant activity.

The IMF Technical Assistance Mission visited Azddrain September 2009. The main objective of the
mission was to identify and discuss with the alitlesr the potential needs of Azerbaijan in AML/CFT
area, particularly related to the local Financiabrioring Unit. In addition, one workshop on “New
AML/CFT Law implementation” was conducted for comapice officers.

Additionally, Financial Monitoring Service had iddied following priority areas for technical
assistancei) improvement of legal frameworki) establishment of internal Information Technologies
Systemiiii) capacity building of AML/CFT stakeholderns;)) development of middle-term Strategy Plan
for Financial Monitoring Service. In this regarbetleadership of Financial Monitoring Service hhedd
meetings with representatives of the US Embas8aku and USAID, where above mentioned priorities
were discussed.

It should be stressed that a number of events tawly gisits have been carried out within the frarogw

of the Council of Europe AZPAC Project. Specialirtiag courses were organized for financial
institutions, DNFBP and supervision authoritiesimed by the AML/CFT Law at the Central Bank on
16-18 June 2009, as well as for representativésedbw—enforcement agencies on 8—10 July 2009. Two
study visits were arranged to Czech Republic anaht®tegro during the implementation of AZPAC
Project. The purposes of these visits were acgugintith the best practices of European FIUs in the
context of developing the national capacity.

Based on mentioned issues in our opinion thereaarember of important results that contribute ® th
effectiveness of the overall AML/CFT system as veallraise the level of compliance of its particigan
with the FATF Recommendations.

The results are reflected in the progress report.

New developments since the adoption of the first pgress report

The Republic of Azerbaijan has continued the degwalent and strengthening of its anti-money
laundering and combating financing of terrorismteyssince the adoption of the first progress refioft
December 2009)

1. National AML/CFT Strategy

The Financial Monitoring Service under the CenBahk of the Republic of Azerbaijan in cooperation
with all relevant government institutions involved AML/CFT system developed a mid-term National
Strategy for 2010-2013 aimed at strengthening AMATCGegime. The Strategy covers such elements as
improving its AML/CFT legislation, developing ingitional capacity(particularly, strengthening the
institutional capacity of the Financial Monitorin§ervice, training to build the capacity of repogin
entities, judiciary, law enforcement agencies anpesvisors, raising public awarenesa)d broadening
international cooperation.

2. Improving national AML/CFT leqislation

The Law

On March 5, 2010, the Parliament of the Republidpérbaijan adopted the Law «On amendments to
individual legislative acts of the Republic of Abkaijan to enhance the prevention of the legalinatib
criminally obtained funds or other property and fmancing of terrorismx{hereinafter — New Law)
which was promulgated by the President of the Réputh Azerbaijan on March 17, 2010. With the
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adoption of this Law, 2 laws and 3 codes, in tatavering more than 26 articles, were amended;
therefore, the profound changes brought the |egslaf the Republic of Azerbaijan into line witlAFF
Recommendations.
The key amendments are as follows:
. The physical and mental elements of ML and TF afésnwere accordingly aligned to Palermo
and Vienna Conventions and UN Convention againsiiting of terrorism;
. Insider Trading and Market Manipulation were crialined;
. The predominant elements of asset freezing withim $pecial Recommendation Il were
incorporated into AML/CFT legislation;
. CDD procedure was thoroughly altered and more stiphted preventive measures were
established,;
. The comprehensive record keeping requirements laerehed,;
. Provisions dealing with Politically Exposed Persodsusual Transactions and Non-face to
face business relationships were embedded to the/@NT Law;
. Substantial elements of Recommendation 21 andn2l-cooperative jurisdictionsyvere
explicitly defined in the AML/CFT Law;
. The authority of the Financial Monitoring Serviceasvexpanded in terms of adoption of
regulations;
. The supervision authorities were authorized to hearinistrative infringements cases.

Requlations

Alongside with the entry into force of the New Law, Regulations which impose mandatory

requirements with sanctions for non-compliance enssued:
i) Regulation on the procedure of listing and dediptof designated persons under the relevant
UNSCRs(#124, dated 25 June 2010)
ii)  Regulation on the procedure of approval of the NA€#123, dated 25 June 2010)
iii)  Regulation on submission of data by financial tositns and DNFBPs to the Financial
Monitoring Service under the Central Bank of thep®dic of Azerbaijan(#001, dated 31 May
2010)
iv)  Regulation on requirements to professional skillsamnpliance officerg#002, dated 25 June
2010);
v)  Regulation on supervising the observance of remérgs of the AML/CFT Law by pawnshops
and real estate agerft03, dated 5 July 2010);
vi) Regulation on establishment of the internal consgstem by financial institutions and
DNFBPs which are legal persof#004, dated 21 September 2010);
vii) Regulation on submission of statistical informattorthe Financial Monitoring Service about
infringement AML/CFT legislationgFeedback regulation) (#005, dated 09 February 3011
viii) Central Bank Regulation «On supervision over théviies on the prevention of the
legalization of criminally obtained funds or othgroperty and the financing of terrorism in the
banks» (# 247, datdeebruary 201};
ix) Regulation on the inspection of the activities lud securities market participar{@eptember
2011)

Guidelines

The Financial Monitoring Service has adopted twiglglines for reporting entities:
i) Criteria for detection of cases that cause susmsc@r create sufficient grounds for suspicions
on their being linked to criminally obtained funmsother property or terrorist financing (red flggs

27



i)  Regulations on informing of monitoring entities amither persons involved in monitoring in
response to submission of information to the Fiferdonitoring Service under the Central Bank of
the Republic of Azerbaijan.

The Financial Monitoring Service has also developegw draft “On simplified CDD measures”.

In general, these legislative amendments provitedathievement of compliance of AML/CFT Law
with the FATF 40+9 Recommendations.

3. Capacity building/trainings

During the reporting period, the capacity of theioral stakeholders in the AML/CFT area was
strengthened. The staff of AML/CFT stakeholderstip@ated in various training events both
domestically and abroad organised by MONEYVAL, IMRorld Bank, UNODC, Egmont Group,
USAID, US Department of Treasury, OSCE and SEC@edkas foreign FlUs.

The total number of the domestic trainings is 7hicl were attended by over 3600 participants. Sofne
these trainings were conducted in the regions efctiuntry. These trainings were attended by judges,
investigators, prosecutors, management and conagliafficers, desk staff of reporting entities ataffs

of supervisors. Also, in 2010-2011, the represamatof the AML/CFT stakeholders, including the
Financial Monitoring Service, participated in 2W&iting events and workshops abroad on various
AML/CFT related topics, such as tactical analy8it,/TF typologies, mutual evaluations, legal and
regulatory issues, international cooperation, asd af technology solutions in analysis, FIU and IT
security. The ten staff members of the AML/CFT stalders received the certificates of renowned
international agencies and associatigeisch as MONEYVAL and ACAMS§)ecialized in AML/CFT
issues.

In order to facilitate real-time submission of repoand their processing and analysis, the Finhncia
Monitoring Service developed its own electronicamring system(AzAML)and since September 2010
launched it. This system enables reporting entitiesend reports via reporting portal on the wetepaf

the Financial Monitoring Service — www.fiu.az

Improving its analytical capacity, in February 201ie Financial Monitoring Service with the finaalci
support of the USAID signed the agreement with tHéODC for the deployment of the goAML
analytical software system in Azerbaijan. In Octod@l1, the goAML system was deployed.

To enhance the national cooperation with the AMLIYGlpervisors and law enforcement agencies, the
Financial Monitoring Service signed the Memoranfiblmderstanding with all these institutions.

4. International Cooperation

The Republic ofAzerbaijan has a long record of cooperation witfagety of international agencies that
include MONEYVAL, IMF, World Bank, UNODC, OSCE, USB, US Department of the Treasury
Office of Technical Assistance and SECO. Thesenieahassistance efforts have been mainly direated
analytical capacity building, awareness raising prafessional development for reporting entitiesl an
AML/CFT stakeholders, improvement of national AMIET legislation and institutional development. In
February 2011, the First Regional AML/CFT Conferrn Baku was organized with the technical
assistance from USAID, OSCE and SECO attended loutahO experts from over 20 FIUs and
international agencies. The Financial MonitoringvB® delegation visited two foreign FIUs, getting
familiarized with their operation and experience.
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MONEYVAL — The representatives of AML/CFT stakeholders redyplattend the trainings organized
by the MONEYVAL. The Azerbaijani delegation actesl rmpporteur for Moldova's progress report and
the Azerbaijani expert participated as legal exjpelV round evaluation of Latvia.

USAID - The Financial Monitoring Service enjoys fruitfulageration with the USAID. As a part of joint
efforts to further strengthen the national AML/CEijlstem, the USAID delivered a number of trainings
for reporting entities, law enforcement agencied #me Financial Monitoring Service. The USAID
assigned several long and short-term experts thaided consulting services to the Financial Maritg
Service staff in preparing internal procedures irchs fields as financial and human resources
management, information technologies, data proegsstlearning and public relations. Moreover, with
the assistance of this agency, one of the staff lmeesnof the Financial Monitoring Service attainkd t
ACAMS certificate in 2011. With the financial sugpof the USAID, the Financial Monitoring Service
installed the UNODC-product goAML application.

IMF — Throughout 2010-2011the IMF continued its technical support to the orel AML/CFT
stakeholders. The Azerbaijani authorities hostetumber of IMF missions to Azerbaijan during the
reporting period. During these missions the IMFamiiged trainings for the law enforcement agendies,
judiciary, Financial Monitoring Service and supseoss. The trainings organized by the IMF in
Azerbaijan covered such topics as asset tracisgt ascovery, implementation of international stadd

to the national AML/CFT legislation, case studiamalytical tools used in tactical analysis, riskdih
approach, etc. At present, the IMF continues tovige technical assistance within the project on
improving national AML/CFT legislation.

World Bank/UNODC - The World Bank also provided its technical assise to the supervisors and law
enforcement agencies. The World Bank and UNODCruzga a joint regional workshop for supervisory
authorities and law enforcement agencies in Noverab&0. Another initiative by the World Bank and
UNODC was the involvement of Financial Monitoringr&éice staff in the regional training organized in
Astana, Kazakhstan in January 2011. The UNODC deakiprofessional support to the Financial
Monitoring Service in the installation of goAML apgation.

US Department of Treasury— Within the training plan with the US DoT OTAs iexperts delivered
trainings to the staff of the Financial Monitorifgervice in financial analysis and international
cooperation in 2011. According to the training plenFebruary 2012, the OTA will organize the tiag
for national AML/CFT stakeholders.

OSCE - In November and December 2010, the OSCE organiaed seminars for the Financial
Monitoring Service staff and reporting entitiesrthermore, in June 2011, the OSCE arranged anigini
event for the reporting entities.

Egmont Group - The Financial Monitoring Service became the mendfghe Egmont Group in July
2011 during the 19th Plenary of the organizatioakifig into account the importance of information
exchange in AML/CFT field, the Financial Monitorif@grvice within a month connected to the Egmont
Secure Web (ESW) system to ensure quick and eféedtlU-to-FIU information exchange. The
Financial Monitoring Service staff participated Tactical Analysis course of the World Bank/Egmont
Group in 2010 and acted as co-trainer in this @ur2011.

SECO -The SECO also participated in the initiatives @& Binancial Monitoring Service concerning the
AML/CFT capacity building. In February 2011, the@E participated as one of the co-organizers of the
First Regional AML/CFT Conference in Baku. At presehe Financial Monitoring Service and SECO
have been discussing the possibility of furthehiécal assistance to the Financial Monitoring Smvin
2012.
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5. Plan and timeline for addressing the remaining defiiencies

The Azerbaijani authorities have paid careful ditento the recommendations of the MONEYVAL
Committee from the desk review procegSeptember 2010)land made efforts to ensure the
implementation of those recommendations to theonatiAML/CFT regime. To completely aligtihe
AML/CFT legislation of the Republic of Azerbaijan the FATF standards, two new draft laws were
developed, which envisage all remaining shortcomiiiyg the AML/CFT system of Republic of
Azerbaijan.

The first draft law “On amendments to Criminal Coofethe Republic of Azerbaijan{See Annex)

developed by th&d Hoc Groupcovers corporate criminal liability and confiscattiprocedure. This draft
law has already been introduced to the ParliametiteoRepublic of Azerbaijan after being agreechwit
all appropriate state agencies.

At present, the Azerbaijani authorities and the INMRplement the project on improving national
AML/CFT legislation and within this project, thecamd draft law “On changes and amendments to some
legislative acts of the Republic of Azerbaijan le ffield of prevention of the Legalization of Crimaily
Obtained Funds or Other Property and the Finanaifigerrorism” was drawn ufSee Annex)Currently,
Azerbaijani authorities wait for the approval ofised FATF Recommendations early next year in order
to cover new tendencies and standards. It is higkpected that domestic review of the draft law by
national AML/CFT stakeholders will start in Febry@012.

With the adoption of the draft law “On amendmentE€timinal Code of the Republic of Azerbaijan”, the
identified deficiencies in the Recommendations,2Z8and Special Recommendation Il under the Desk
Review process will be addressed. At the same tiheesecond Draft Law thoroughly covers all other
deficiencies identified by MONEYVAL Committee witltegard to Recommendations 1, 33 and Special
Recommendations |1, lll, VIIIl and IX in the said pess. Taking into consideration MONEYVAL
recommendations, these future amendments will enthe complete implementation of the FATF
standards to the national legislation.

6. Results

1) The national AML/CFT legal framework has been adignvith the FATF standards;

2) International cooperation was effectively expanded,;

3) The capacity of national AML/CFT stakeholders tonbat money laundering and terrorist
financing was improved by providing number of tiags;

4) The Financial Monitoring Service became fully-fledgmember of the Egmont Group;

5) The analytical capacity was increased through émoyment of the goAML system;

6) Statistics increased:

* The number of STRs increased twice in 2011 in coispa with 2010 and reached a total of 24 000
(number of red-flag-based STRs reached 350).

 Quality of reports increasddumber of rejected reports decreased from 20 %.@20 1.2 % (2011)).

« 48 AML/CFT-related on-site inspections were condddby supervisors;

20 AML/CFT-related off-site inspections were conhatcby supervisors;

8 sanctions were applied with regard to reportintifies;

» 19 disclosures were disseminated to law enforceamgsncies;

« 1 criminal case was opened based on FIU dissemimati

» 9 criminal cases were initiated on money laundefihgentence issued in respect of 4 persons, 2 cases
on trial, 5 cases under investigation, about 239 B0iros confiscated and 726 000 Euros seized);
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Requests were sent to foreign FIUs:

FinCEN 1
Financial Monitoring Unit of Pakistan 1
FINTRAC 1
State Committee for Financial Monitoring of Ukraine 1
Total: 4
Requests for information were received by foreitjds-and duly responded:
Financial Monitoring Service of Georgia 1
State Committee for Financial Monitoring of Ukraine 3
Centre for Combating Economic Crimes and Corruptionof the Republic of Moldova 1
Financial Analytical Unit of the Ministry of Financ e of Czech Republic 2
Financial Intelligence Unit of Luxemburg 2
Total: 9
Financial Monitoring Service sent 60 internal restae
LEAs 12
Ministry of Interior 9
State Real Estate Register 2
Central Bank 1
State Commission for Securities 1
Ministry of Taxes 1
State Border Service 1
Reporting entities 33
Total: 60
Financial Monitoring Service received 7 internajuests:
MNS 1
Ministry of Interior 3
GPO 2
State Customs Committee 1
Total: 7
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2.2. Core recommendations

Please indicate improvements which have been nmadespect of the FATF Core Recommendations
(Recommendations 1, 5, 10, 13; Special Recommemdati and 1V) and the Recommended Action Plan

(Appendix 1).

Recommendation 1 (Money Laundering offence)

Rating: Non-compliant

Recommendation o

f To establish offences of “insider trading” and “nmat manipulation”.

the  MONEYVAL
Report
Measures reporte( By the Draft Law offences of “insider trading” afiharket manipulation” will be

as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

established in the Criminal Code as follows:

Article 202—2. Insider trading

202-2.1.Use by an insider of service information that wagrusted to or acquire
by him when performing his/her professional dutresis own interests or transf
of such information to a third party for carryingtdransactions—

shall be punished by the fine from three thousamdaufive thousand manats

202-2.2.The same deeds:
202-2.2.1when committed by the person, who have been ctawigarlier for this
crime;

organized group—

shall be punished by the fine from five up to seuwliousand manats ¢
imprisonment for the term from six up to ten yeaith confiscation of property.
Article 203—-1. Market manipulation

203-1.1. Artificial change of the rates of financial sem$c markets by th
participants of financial services markets via $agtions with financial instrumen
by preliminary arranged and intentional acts, whaduld cause instability
financial services markets—

shall be punished by the fine from five up to sewousand manats ¢
imprisonment for the term from four up to eight seavith the confiscation o
property.

203-1.2.The same deeds:

203-1.2.1.when committed by the person, who has been cauietrlier for this
crime;

203-1.2.2when committed by an organized group;

203-1.2.3when committed using mass media—

shall be punished by the fine from six up to eifff®usand manats or imprisonmg
for the term from six up to ten years with confisma of property.

Article 212 “lllegal use of official information” fothe Code on Administrativ
Infringements establishes administrative liability use by insider in his ow
interests of official information or transfer ofcuinformation to third persons fq
settlement of transactions in the form of admiaiste fine in amount of 25 to 3

imprisonment for the term from four up to eight ggewith confiscation of property,

202-2.2.2when committed by the group of persons in a piiekmy conspiracy of

manats for natural persons; and in the amount @6 5@ manats for legal persons.
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Measures taken to
implement the
recommendations

The Law of the Republic of Azerbaijan, #973-111IQQ& amendments to individu
legislative acts of the Republic of Azerbaijan tohance the prevention of tk
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since the adoption
of the first progress
report

=+

legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism» (adopted by the Parliament of the RepuflAzerbaijan March 5, 201Q)
has introduced relevant amendments to the CrinGode as well.
By this Law enacted on March 17, 2010 market mdatfn (article 203-1) and
insider trading (article 202-2) have been clasdifes criminal offences. Those
articles were enacted in the version given duriregadoption of the first progress
report. Under the provisions of Criminal Code, theider trading and market
manipulation offences shall be referred as theoasrcrimes with the mandatory
confiscation of property.

Recommendation o
the MONEYVAL
Report

f To widen the offence of “financing of terrorism” tmver all relevant issues as
predicate offences to money laundering.

Measures reporte

as of 7 Decembe order to align it with the United Nations Intermatal Convention for the

2009 to implemen
the

Recommendation o
the report

The Draft Law provides for the new definition okftorist financing” offence in

v

Suppression of the Financing of Terrorism and FAPpEcial Recommendation I:
Article 214-1. Terrorist financing

Provision or collection funds or other propertydny means, directly or indirectly,
unlawfully and willfully, with the intention thathey should be used or in the
knowledge that they are to be used, in full orant by a terrorist organisation or by
an individual terrorist, or in order to carry out act which constitutes a crime
within the scope and as defined in the articles 202, 215, 216, 219, 219-1, 277,
278, 279, 280 and 282 of the Criminal Code of tlepublic of Azerbaijan, as well
as the financial or other contribution to a nataralegal person, group of persons|or
an organization to support the commission such &fretimes—
shall be punished by imprisonment for the term ftemup to twelve years with the
confiscation of property.
Note:

1. In this article «funds or other property» meansets of every kind, from a
legitimate or illegitimate source, whether tangilde intangible, movable ar
immovable, however acquired, and legal documentsigiruments in any form,
including electronic, evidencing title to, or imgst in, such assets, including, but not
limited to, bank credits, travelers cheques, ban&goes, money orders, shares,
securities, bonds, drafts and letters of credit.
2. Terrorist financing offence shall not require tha funds were actually used |to
carry out or attempt a terrorist act or be linkea tspecific terrorist act.
3. Any person also commits a crime if that person oates (such contribution
shall be intentional and shall either be made withaim of furthering the criminal
activity or criminal purpose of the group, wherelsactivity or purpose involves
the commission of a crime as set forth in thischtior be made in the knowledge
of the intention of the group to commit a crimesa$ forth in this article) to the
commission of one or more crimes as set forth iim diticle by a group of persons
acting with a common purpose.
The AML/CFT Law and Law “On Suppression of Terrarfswill be amended irj
the same way.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The Law of the Republic of Azerbaijan, #973-IlI@Qr& amendments to individual
legislative acts of the Republic of Azerbaijan tothance the prevention of the
legalization of criminally obtained funds or othgroperty and the financing of
terrorism» (adopted by the Parliament of the RepuflAzerbaijan March 5, 201Q)
has introduced a new definition of the terroristaficing offence to the Criminal
Code.

Enacted version of Article 214-1pertain below:
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«Article 214-1. Terrorist financing

Willful provision or collection funds or other pregy by any means, in full or i
part, directly or indirectly, with the intentionahthey should be used or in t
knowledge that they are to be used in order tanfiathe preparation, organizati
or carrying out by a person or by a group (orgaina community) of persons ¢
an act which constitutes a crime within the scape @ defined in the articles 1@
214, 215, 219, 219-1, 277, 278, 279, 280, 282 @Ghminal Code of the Republ
of Azerbaijan, or by an individual terrorist or hyterrorist organization—

shall be punished by imprisonment for the term ftemup to twelve years with th
confiscation of property.

Note:

1. Terrorist financing offence shall not requirattthe funds were actually us
to carry out or attempt a terrorist act or be Ishke a specific terrorist act.

2. The person who has committed act, provided byatticle 214-1 of this Cod
shall be released from a criminal liability if heéshad warned authorities or
different way promoted prevention of commitmentsofch act and if in his/hg
actions there were no attributes of structure b&otrime».

In addition, Article 1 of the Law of the Republi¢ Azerbaijan «On Combatin
Terrorism» has been amended by the new definitidnnals or other property:
«funds or other property — means assets of every kind, from a legitimatg
illegitimate source, whether tangible or intangilst®vable or immovable, howev
acquired, and legal documents or instruments in fany, including electronic
evidencing title to, or interest in, such assats|uding, but not limited to, ban
credits, travelers cheques, bank cheques, moneysasd

Recommendation o

f Legislation should be amended to provide clear nitgdhs for the following

the  MONEYVAL | concepts: “financial transactions”, “other transaions”, “money funds” or
Report “property”
Measures reporte| The definitions of “criminally obtained funds orher property” and “transactiorn

as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

with funds or other property” are stipulated in &tidL/CFT Law as follows:
Article 1.0.1. criminally obtained funds or other poperty — funds of every kind
property, whether movable or immovable, corporealincorporeal, tangible o
intangible, legal documents evidencing the titlestich property, obtained direc
or indirectly through the commission of an offeqmevided by the Criminal Cod
of the Republic of Azerbaijan.

Article 1.0.3. transactions with funds or other prgerty — transactions aimed
acquisition, exercising, change or termination iofl cights to the funds or othe
property as a result of transactions with them.

The definition of “property” is defined in the aré 135 of Civil Code as physic
objects (movable or immovable, corporeal or incogpf tangible or intangible
legal documents evidencing the title to such plajibjects, funds and securities
every kind.

The definition of “deal” is defined in the articB24 of Civil Code as a unilaters
bilateral or multilateral will aimed at acquisitioshange or termination of ciyv
relationship.

The Draft Law provides for the new definition ofutfds or other property” in th
case of “terrorist financing” offence stipulatedtive Criminal Code and Law “O
Suppression of Terrorism” as assets of every Kiran a legitimate or illegitimats
source, whether tangible or intangible, movablénunovable, however acquire
and legal documents or instruments in any formiugling electronic, evidencin

title to, or interest in, such assets, includingf ot limited to, bank credits
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travelers cheques, bank cheques, money ordergsshsarcurities, bonds, drafts g
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letters of credit.
The new definition was taken directly from the widefinition in the United

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Recommendation o
the MONEYVAL
Report

f To make the necessary amendments to article 193hk &riminal Code to bring i
into line with the provisions of the Vienna and détaio Conventions. Th
evaluators strongly advise to use the languagé®fdonventions.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

The Draft Law provides for the new definition of émey laundering” in Criming|
Code. The new definition reflects all elementshaf UN 1988 Convention again
lllicit Traffic in Narcotic Drugs and PsychotropiSubstances and the U
Convention against Transnational Organized Crimaseld on the Draft, articl
193-1 will be set forth in Criminal Code as follaws

Article 193-1. Legalization of criminally obtainedfunds or other property

conversion or transfer of property, knowing thattsproperty is the proceeds

of helping any person who is involved in the consiais of any crime to evade th
legal consequences of his or her action, as weth@asoncealment or disguise
the true nature, source, location, disposition, emeent, rights with respect to,
ownership of property, knowing that such propestthie proceeds of crime—
shall be punished by a fine at a rate from 200€oU000 manats or imprisonme
from six up to nine years with confiscation of peayy with deprivation of the righ
to hold the certain post or to engage in the aerativity for the term up to thre
years or without it.

193-1.2.The same acts, committed:

193-1.2.1by group of persons in a preliminary conspiracy;
193-1.2.2repeatedly;

193-1.2.3by a person using his/her official position—
shall be punished by imprisonment from eight ugleven years with confiscatig
of property, with deprivation of the right to engaig certain activities and to ho
certain post up to three years or without it.

193-1.3. The acts provided for by articles 193-1.1 or 193—af this Code
committed:

193-1.3.1by organized group or criminal community (crimiaganization);
193-1.3.2in large amount—

shall be punished by imprisonment from ten up telter years with confiscation ¢
property with deprivation of the right to hold thertain post or to engage in t
certain activity for the term up to three yearsvithout it.

Note: In the article 193-1.3.2 of this Code the “largacant” shall mean th
amount exceeding 45 000 manats.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The Law of the Republic of Azerbaijan, #973-11IQQr amendments to individu
legislative acts of the Republic of Azerbaijan thance the prevention of tk
legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism» (adopted by the Parliament of the RepuflAzerbaijan March 5, 2010
has introduced a new definition of the money lauimdeoffence to the Criming

Nations International Convention for the Suppressibthe Financing of Terrorism.

t

193-1.1.Legalization of criminally obtained funds or othgmoperty, that is the

crime, for the purpose of concealing or disguighmillicit origin of the property or
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Under the provisions of Criminal Code, the monayntdering offence (Article 193
1) shall be referred as the serious crime with mhendatory confiscation g
property. Currently the physical elements of tHiemce appropriately correspon
to the Vienna and Palermo conventions:

» the conversion or transfer of property for the s of concealing g
disguising the illicit origin of the property arevered — article 193-1.1.1;

» the conversion or transfer for the purpose of mglmnother to evade th
consequences of his/her action is covered — aft@8e1.1.1;

» the concealment or disguise of the true naturercgplocation, dispositior
movement or ownership of or rights with respectfuads or other property
knowing that such funds or other property is thecpeds of crime is covered
article 193-1.1.2;

« the acquisition and possession is covered — aftitle

Recommendation o
the MONEYVAL
Report

f To criminalise clearly and explicitly the convensior transfer of property, knowin
that such property is the proceeds of crime, fag flurpose of concealing (¢
disguising the illicit origin of the property or dfelping any person who is involvg
in the commission of the predicate offence to etlagléegal consequences of his
her action.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

See item above.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

By the Article 193-1.1.1 of the Criminal Code (@#easee information above) t
conversion or transfer of property, knowing thathsproperty is the proceeds

of helping any person who is involved in the consiuis of the predicate offence
evade the legal consequences of his or her attaanbeen criminalized.

crime, for the purpose of concealing or disguigimgillicit origin of the property or

he
of

o

Recommendation o
the MONEYVAL
Report

f To criminalise clearly the concealment or disguidethe true nature, sourcg
location, disposition, movement or ownership ofights with respect to property
knowing that such property is the proceeds of crime

nY

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

See item above.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

By the Article 193-1.1.2 of the Criminal Code (Beasee information above) t
concealment or disguise of the true nature, solmcafion, disposition, moveme
or ownership of or rights with respect to propekiypwing that such property is th
proceeds of crime, has been criminalized.

ne
Nt
e

Recommendation 0
the MONEYVAL
Report

f To criminalise clearly the acquisition and possessof property knowing at th
time of receipt that such property is the proceefdsrime.

D

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

In order to implement this recommendation and basethe Draft Law, article 19
will be set forth in Criminal Code as follows (th@nguage of the Vienna ar
Palermo Conventions had been used in this case):
Article 194.  Acquisition, possession or use of prapty, knowing, at the time
of receipt, that such property is the proceeds ofrime
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the report

194.1. Beforehand not promised acquisition, possessionuse of property
knowing, at the time of receipt, that such prop&tthe proceeds of crime—
shall be punished by the fine up to five thousarshats or restriction of liberty fa
the term up to three years or with the fine uprie thousand manats, imprisonmig
for the term from four up to eight years with cafition of property.

194.2.The acts provided for by article 194.1 of the présCode, committed:
194.2.1.by group of persons in a preliminary conspiracpmanized group;
194.2.2 by an official person with use of his/her servyosition;

194.2.3.by person, who have been convicted earlier far ¢hime;

194.2.4.in the large amount—

shall be punished by imprisonment for the term frsix up to ten years wit
confiscation of property.

=

PNt

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

By Article 194 of the Criminal Code the acquisitiamd possession of propel
knowing at the time of receipt that such propestyhie proceeds of crime, has be
criminalized.

The Law of the Republic of Azerbaijan, #973-IlIQQr amendments to individu
legislative acts of the Republic of Azerbaijan tohance the prevention of th
legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism» (adopted by the Parliament of the RepuflAzerbaijan March 5, 2010
has amended Article 194 of the Criminal Code.

«Article 194. Acquisition, possession, use or disptisn of funds or other
property, knowing, at the time of receipt, that sut funds or other property is
the proceeds of crime

194.1. Beforehand not promised acquisition, possessionser of funds or othe
property in significant amount, knowing, at the dirof receipt, that such funds
other property is the proceeds of crime, or digmmsiof funds or other property
knowing that such funds or other property is thecpeds of crime, for the purpo
not to conceal or disguise the illicit origin oktfunds or other property—

shall be punished by the fine from one thousandoufhree thousand manats
restriction of liberty for the term up to three ygar with the imprisonment for th
term up to four years with confiscation of property

194.2.The acts provided for by article 194.1 of the présCode, committed:
194.2.1.by group of persons in a preliminary conspiracpm@anized group;
194.2.2.by an official person with use of his/her servyiasition;

194.2.3.by person, who have been convicted earlier far ¢hime;

194.2.4.in the large amount—

shall be punished by imprisonment for the term fithinee up to seven years wi
confiscation of property.»

In Article 194.1 of the Criminal Code «significaamount» means the sum frg
one thousand up to seven thousand manats, in @&dt¥4.2.4 of the Criminal Coqd
«large amount» means the sum exceeding seven titbosmnats.
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Recommendation o
the MONEYVAL
Report

f To criminalise conspiracy in order to cover agreemseto commit basic mong
laundering by others not involved in organised &im

Y

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

As it has been already explained to the expertkarcourse of the Third Round
Mutual Evaluation, there are sufficient legal psiwns in the Criminal Code th
criminalise conspiracy in order to cover agreemeistscommit basic mone
laundering by others not involved in organised exim

In accordance with article 34.1 a crime shall bended to be committed by a gro
of persons if two or more perpetrators have joipi#yticipated in its commissig

without a preliminary conspiracy. This article isiversal and applies to all types

of
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people in agreement shall be subject to commissidinis offence in conspiracy.
Furthermore, article 34 sets forth the criminal lpvovision on the liability of

This article also applies to all types of crimir@fences. Article 193-1 of th
Criminal Code is not an exception to this rule. Tnesecution of the ML offenc
committed by a group of persons shall be basechercharges under Section

and 193-1 of the Criminal Code. The role of a pefiscthe group charged with th
commission of this offence is important in termgha punishment. The organize
of the offence shall be subject to higher sentémo®mparison to mere executor
the offence.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Recommendation o
the MONEYVAL
Report

f To clarify the Criminal Code to make it clear thaterbaijan has jurisdiction fo
the money laundering offence when the predicagno#f was committed abroad
a foreign citizen.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Concerning the clarification of jurisdiction forehmoney laundering offence whg
the predicate offence was committed abroad by a@idor citizen, please b
informed as follows. Based on the article Irdglementation of the criminal la
concerning the persons who have committed a crimefoborder of the Republi
of Azerbaijan of the Criminal Code:
Foreign citizen committed a crime outside of juictidn of the Republic o
Azerbaijan, shall be instituted to criminal liabilunder the Criminal Code when:
1. if the crime targeted against the citizens orrigts of the Republic @
Azerbaijan;
2. in the cases stipulated by international instrusém which the Republic d
Azerbaijan is a party, if these persons were notdemned in the foreign state.
Foreign citizen committed a crime against the pemm#® mankind's, wa
crimes, terrorism, financing of terrorism, stealofgan air ship, capture of hostag
torture, a sea piracy, illegal circulation of ndic® and psychotropic substanc
manufacturing or sale of false money, attack ors@es or the organizations usi
the international protection, the crimes connedteduclear materials, and al
other crimes, punishment for which stipulated iteiinational instruments to whig
the Republic of Azerbaijan is a party, shall bstitated to criminal liability ang

At condemnation by courts of the Republic of Azgdraof the foreign
citizen, punishment shall not exceed the top liofithe sanction provided by th
law of the foreign state on which territory thencei was committed.

In accordance with the article 2 of the AML/CFT Léwvghall apply to the activitie

financing of terrorism outside the jurisdiction tife Republic of Azerbaijan i
accordance with the international instruments tickvithe Republic of Azerbaija
is a party.

Measures taken to
implement the
recommendations

This issue has already been clarified in the firegress report.

since the adoption
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criminal offences. Therefore, the commission of & bffence by two or more

members of various types of organized groups, ¢holy criminal organization.

punishment under the Criminal Code, irrespectiva pface of committing a crime.

related to legalization of the criminally obtainfdhds or other property and the
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of the first progress
report

Recommendation o
the MONEYVAL
Report

f Azerbaijan prosecutors should test the provisidmsythave to prosecute mon
laundering as a “stand alone” crime and, where resary, invite the courts t
draw necessary inferences.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

The criminal prosecution, which among others codettee criminal charge fo
money laundering was investigated for the firstetinsince the passage of t
Criminal Law (Amendment) Act 2006 introducing thénanal liability for this type
of offence, in the Anticorruption Department undee Prosecutor General of t
Republic of Azerbaijan in April - September 200%eTcase is pending the trial
the time of drafting the Progress Report. The mdaegdering charge is coupled

prospective.

Measures taken to
implement the
recommendations

since the adoption
of the first progress

This issue has already been clarified in the firegress report.

ne
at
in
the indictment with the charges for other corruptidfences. The Investigation and
Prosecution are awaiting the results of the taalraw appropriate inferences on the
tactics of the investigation and instituting ‘staradone’ indictment in the

report

Recommendation of Azerbaijan is strongly advised to introduce a psi in its legislation clarifying

the  MONEYVAL | that the absence of a judicial finding of guilt iespect of the predicate offence

Report should not preclude money laundering investigatiamg prosecutions. This should
be coupled with a provision, which clearly indicatéhat the existence of the
underlying predicate offence (or, indeed, the ititeral element of the money
laundering offence) can be established in a momeydering case by objectiye
facts and circumstances.

Measures reporte| According to the Azerbaijani Legal Doctrine, altieles of the Criminal Code may

as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

serve as a basis for criminal prosecution on thein.
Article 193-1 of the Criminal Code criminalizes neyn laundering. Criminal
prosecution of the money laundering offence does require the successf
prosecution of corruption offences. Therefore theeace of a judicial finding g
guilt in respect of the predicate offence does piclude money launderin

offence shall be founded solely on the provingh# tlements of this particul
offence.

Moreover, the possibility of the investigation dfet ML as a separate crimin
offence is substantiated by the provisions of AMEICLaw. According to article

to sufficient suspicions about the legalizatiorthe property and other proceeds
crime and terrorism financing, for more than 72 rfsolArticle 19.3 provides
Financial Monitoring Service shall immediately pooe the decision on th
suspension of a suspicious transaction with thep@tipg documentation to th
body commissioned with the criminal prosecutionvéstigation) of money
laundering and terrorism financing.

Measures taken to
implement the
recommendations

since the adoption
of the first progress

This issue has already been clarified in the firsgress report.

report
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investigations and prosecutions. The criminal pro8en of the money laundering
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19.2, Financial Monitoring Service shall not suspémnsaction, which gives raise
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Recommendation o

f There needs to be a firm prosecution policy andatioe of jurisprudence

the  MONEYVAL | particularly on the evidentiary requirements. Thibould be accompanied |
Report training and awareness-raising in respect of polifficers, prosecutors and judge
Measures reporte| The Action Plan for the implementation of the Natb Strategy For Increasin

as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

Transparency and Anticorruption 2007-2011 (the sécpational anticorruptio
strategy) envisages the organization of the joratnings for law-enforcemerj
officers, prosecutors and judges in the field dfcamruption and money launderin
In order to implement this task, the Ad Hoc groas been established from amq
the representatives of the training centres ofldheenforcement agencies and f{
Chairman from the Anticorruption Department. The Adc group is charged wit
the development of the training curricula. Investign of the money launderin
offences was the subject of the series of traioirganized according to the plan
trainings run by the US Embassy and US Departmehisiice in 2008 and 2009.
The ML was also the subject of trainings organire@007 by the Anticorruptior
Department in cooperation with the US DoJ. The nelteof the trainings in 200

Offences, with investigation of money laundering asseparate componer
Investigation of money laundering has been includetie EU sponsored Twinnin
Project “Support of the Anticorruption Departmerithathe Prosecutor General

the Republic of Azerbaijan”. Within the Twinning gject the Anticorruptior]
Department with the Prosecutor General of the Rigpath Azerbaijan will work
out the Manual for the investigation of money-lagrdg offences in cooperatid
with the Special Investigation Service (STT) anch&@al Prosecutor’s Office of th
Republic of Lithuania.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Within the framework of the Action Plan for the ilementation of the Nationg
Strategy For Increasing Transparency and Anticeioop 2007-2011, th
relevant states agencies are being continued tanig trainings for judges
investigators, prosecutors. Furthermore, joint Aira Plan was approved with tk
USAID for the purpose of arranging trainings fodges and law enforceme
agencies. On 12 April, 2010 one day training counsger the title of “monitoring
process” was organized at the Training Centre ef Bmosecutor’'s Office fo
prosecutors, judges and investigators by the edirerel of 40 persons. Moreovs
training course on “Actual issues in the preventidthe legalization of criminally
obtained funds or other property and financingesfdrism” was attended by 4
persons as prosecutors, investigators and judgdkeafTraining Centre of th
Prosecutor’s Office on May 3-5, 2010. Training &ML/CFT Law: international
standards — theory and practice” was organizetieatltistice Academy within th
Ministry of Justice of the Republic of Azerbaijap thhe attendance of 30 judges
02 June of 2010.

On March and April 2011, the International Centie Asset Recovery of the Bas
Institute of Governance organized Money Laundedand Asset Tracing trainin
for judges, investigators, prosecutors and Findnglanitoring Service by thg
attendance of 35 persons.

were processed and compiled into the Manual forltlestigation of Corruption
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initiatives

Recommendation 5 (Customer due diligence)
I. Regarding financial institutions

Rating: Non-compliant

Recommendation o

f The Azerbaijani authorities should introduce conmamesive AML/CFT legislatio

-

the  MONEYVAL | with a “risk based” approach.
Report
Measures reporte{ The Law of the Republic of Azerbaijan “On the Pretien of the Legalization o

as of 7 Decembe
2009 to implemen
the

Recommendation o

Criminally Obtained Funds or Other Property and Hieancing of Terrorism’
provides for a “risk based” approach.

f

the report
Measures taken to| Alongside with the AML/CFT Law, the Regulation “Cistablishment of Interna
implement the | Control Systems” introduces a “risk-based approggkiforming enhanced arn

recommendations
since the adoption
of the first progress
report

simplified customer due diligence measures fored#ft categories of customg
business relationships, transactions and produdte. scope of enhanced d
diligence measures are set forth not only in the LABFT Law, but also in
aforementioned Regulation.
Item 6 of the this Regulation determines that, eaglorting entity should establig
the rules and procedures that allow detectingypkd of risks related to custom
business relationships, transactions and prodivseover, the reporting entitig
may determine additional risk types for identifyiagd assessing the risks relateq
money laundering or terrorism financing along witbk types specified by thi
Regulation.

In relation to simplified customer due diligenceaseres, as the continuation poli

Diligence measures” has been prepared and currendlgr the consideration of th
relevant state authorities. This regulation defirthe minimum standards ¢
simplified due diligence issues by specifying the Irisk situations. Furthermor
there is no exemption from full customer due ditige taking place when there ig
suspicion of money laundering or terrorism finagcin

of “risk based” approach, the draft Regulation “@implified Customer Dug¢
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Recommendation o

fIt is strongly advised that the asterisked criteiiaR.5 be placed into AML/CF

T

the  MONEYVAL | |egislation (the asterisked criteria are set outedily beneath).
Report
Measures reporte| The most of the asterisked criteria in R.5 werelémgnted in the Law of th

as of 7 Decembe
2009 to implemen
the

Recommendation o

Republic of Azerbaijan “On the Prevention of thegakzation of Criminally
Obtained Funds or Other Property and the Finanzifigerrorism”.

the report
Measures taken to| The Law of the Republic of Azerbaijan, #973-lllQ@Qr amendments to individu
implement the | |egislative acts of the Republic of Azerbaijan tohance the prevention of th

recommendations
since the adoption
of the first progress
report

legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism» (adopted by the Parliament of the RepuflAzerbaijan March 5, 2010
has amended the AML/CFT Law.

By this all asterisked criteria in R.5 have beemlamented to Article 9 of th
AML/CFT Law.

Recommendation 0o
the MONEYVAL

f Financial institutions should not be permitted teep anonymous accounts
accounts in fictitious names. Where numbered adsoexist, financial institution

Report

should be required to maintain them in such a wast full compliance can b
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achieved with the FATF Recommendations. For exanipdefinancial institution
should properly identify the customer in accordamdgéh these criteria, and th
customer identification records should be availatdethe AML/CFT complianc
officer, other appropriate staff and competent auitnes.

M

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

In the Republic of Azerbaijan, only banks basedhl@bank license obtained fro
the Central Bank shall be engaged in opening anihtemance of accounts
natural and legal persons, including correspondeasbunts of banks (Law «C

closing of accounts in banks»). That is why, ordyks are covered with the legd
prohibition on anonymous accounts.
In connection with implementation of the AML/CFT waarticle 42 of the Law
«On Banks» was amended in July 24, 2009. Currentlyanonymous account
including anonymous deposit accounts can be opexgdyell as no anonymol
certificate of deposit can be issued.

As to FATF Methodology, references to “accountsbull be read as includin
other similar business relationships between firmdnnstitutions and thei
customers. With this in mind, by the Draft Law i®posed to add article 9.1 wi
below content to AML/CFT Law:

“9.1. Monitoring entities are not permitted to kemnymous accounts or accou
in fictitious names. Monitoring entities are prakegd from establishing o
anonymous business relationships, opening of anongnaccounts, anonymo
deposit accounts, as well as issuing anonymoussitepastificates.”

Securities sector

Monitoring entities in the securities sector arguieed to carry out proper custom
identification customer identification accordingthe:

a. Regulations on carrying out broker activity in sgtes market
b. Regulations on carrying out professional managemgsécurities in securitig
market
“Instructions on measures against the money laimgl@nd terrorist financing
in the securities market’(“instructions”, hereirajt that were sent to th
monitoring entities in the securities sector after adoption of AML/CFT Law

C.

Banks», Civil Code, Regulation of Central Bank «@wening, maintenance and
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Essential criteria 5.1 has been implemented tockrt®.1 of the AML/CFT Law
based on which, monitoring entities are not pegditibo keep anonymous accou
or accounts in fictitious names, or anonymous dépasounts, as well as to iss
the anonymous deposit certificates.

In addition, the national legislation doesn’t pawiany provision for existence

numbered or anonymous accounts.

Recommendation o
the MONEYVAL
Report

f Financial institutions should be required to unade customerdue diligency
(CDD) measures when:

a) establishing business relations;

b) carrying out occasional transactions above the aatlle designate
threshold (USD/€ 15,000). This also includes sitret where the transactig
is carried out in a single operation or in seveogerations that appear to |
linked;

c) carrying out occasional transactions that are witgansfers in the
circumstances covered by the Interpretative NoteRoVIl;

d) there is a suspicion of money laundering or tesbfinancing, regardless
any exemptions or thresholds that are referredisewhere under the FAT
Recommendations; or

e) the financial institution has doubts about the g or adequacy d

previously obtained customer identification data.
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Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

The customer due diligence measures is stipulatdidei article 9 of the AML/CF1
Law. Currently the monitoring entities shall idéyptiheir customers and benefici
owners, when:

before establishing business relations;

before carrying out occasional transactions abbgeapplicable designate
threshold;

before carrying out wire transfers (regardlessefrtamount).

What concerns criteria 5.2d and 5.2e, in additionperforming normal du
diligence measures for identification of customarsd beneficial owners, th
monitoring entities shall perform enhanced duegdilice measures when there i
suspicion of money laundering or terrorist finaigchegardless of any exemptio
or thresholds, and when have doubts about the tei@cadequacy of previousl
obtained customer identification data.

Anyway, by the draft Law it is proposed to ameniickr 9.1 of the AML/CFT Law
and after that criteria 5.2d and 5.2e will be sobjef normal due diligenc
measures.

Securities sector

According to the Instructions on AML/CFT measuresonitoring entities in thg
securities sector (brokers, asset managers, ineestfands) shall identify the
customers:

before establishing business relations;

before carrying out occasional transactions abbgeapplicable designate
threshold;

before carrying out wire transfers (regardlessefrtamount).

In addition, according to the article 2.1 of theetRilations Ormeasures taken
by capital market intermediaries for the suppression of money
laundering and financing of terrorism in capital market” all financial
intermediaries in the securities sector should ttadle ongoing customer du
diligence on transactions with cash. Also, finahéeermediaries should carr
ongoing customer due diligence_and notify S®&en they have a suspicion
money laundering or terrorist financing.

Based on article 13.1 of the Law “On insurance VAtfi, insurers, reinsurers an
insurance intermediaries in the circumstances pfdlest and in the orde
determined by the AML/CFT Law, must take measums iflentification and
verification of identified information, as well akeep the requirements
documentation and maintaining of the information.”

d
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Pursuant to Article 9.2 of the AML/CFT Law, monitog entities shall take CDI
measures in the following cases:

- before establishing business relations (9.2.1);

- before carrying out occasional transactions abbgeapplicable designate
threshold in the amount of 15.000 manats; thislse acludes situation
where the transaction is carried out in a singlerafon or in severa
operations that appear to be linked (9.2.2);

- before carrying out occasional transactions thaware transfers regardle
of the amount (9.2.3);

- when there is a suspicion of money laundering arotist financing
regardless of any exemptions or thresholds (9.2.4);

- when there are doubts about the veracity or adgquécpreviously
obtained customer identification data (9.2.5).
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Recommendation o

f Financial institutions should be required to idépntithe customer (wheth

the  MONEYVAL | permanent or occasional, and whether natural or alegpersons or legg

Report arrangements) and verify that customer’s identiting reliable, independent sour
documents, data or information (identification data

Measures reporte| The definition of a “customer” is stipulated in theicle 1.0.11 of the AML/CFT

as of 7 Decembe

2009 to implemen
the

Recommendation o

the report

Law as follows: “customer — any natural or legatsp@ using the services of th
monitoring entities or other persons involved innibaring the persons that conce
the transactions with the funds or other property.”
Article 9.1 of the AML/CFT Law obliged monitoringngties to identify theirn
customers and beneficial owners. Identificatioradegal person shall be carri
out on the basis of the notarized copy of theirrighhaand state registratiq
certificate of the legal person. Identificationabhatural person shall be carried
on the basis of his ID document. Identificationaohatural person engaged in {
entrepreneurship activity without forming a legatgon shall be carried out on t
basis of his/her ID document and a certificategdsoy the relevant tax agency.
Articles 9.8 and 9.9 of the AML/CFT Law obliged nitaming entities to verify the
identification data of their customers and benaficowners using reliable
independent sources.

The measures applying for verification of a legaigon are the following:
comparing the information submitted by a legal persvith information
included into the state register of legal persons;

obtaining the information on activity of legal pensfrom
media, internet or official publication;

comparing the latest submitted information with iwasly received
information.

The measures applying for verification of a natypexison are the following:
confirming the date of birth from birth certificatdocument, passpor
driving license or other official documents;
confirming the permanent address from an utility & based on extraq
from state registry of immovable property confirguitihe state registration right
ownership, billet, lease or rent contract.

Examples of the types of customer information tkhall obtained, and th
identification data that should be used to vefifgttinformation were taken direct
from the General Guide to Account Opening and Guetddentification issued b
the Basel Committee’s Working Group on Cross BoRganking.

Securities sector

According to the Instructions on AML/CFT measuresunal persons are identifig
by ID document. Legal persons are identified byarinéd copy of their charter an
state registration certificate. In addition, acdogdto the article 5.2 of th
“Regulations on carrying out broker activity in sgties market” and article 4.2 ¢
“Regulations on carrying out professional managenaérsecurities in securitie|
market”, legal persons are identified by certifecesued by the relevant tax agen
According to the Instructions on AML/CFT measuitbg following measures app
for verification of legal persons:

comparing the information submitted by a legal persvith information
included into the state register of legal persons;

obtaining the information on activity of legal pensfrom mass-medig
internet or official publication;

comparing the latest submitted information with viwesly received
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The measures applying for verification of the naltypersons are the following:
confirming the date of birth from birth certificatdocument, passport
driving license or other official documents
confirming the permanent address from an utility & based on extraq
from state registry of immovable property confirguitihe state registration right
ownership, billet, lease or rent contract.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Essential criteria 5.3 has been implemented tackgi9.2 and 9.8 of the AML/CF[T
Law. In accordance with Article 9.2, of the AML/CHJaw, monitoring entitieg
shall identify the customers and beneficial owndvghether permanent or

occasional, and whether natural or legal persorisgall arrangements) and on th

basis of Article 9.8 shall verify the identificatiodata of their customers and

beneficial owners using reliable and independeutces.

Recommendation of For customers that are legal persons or legal agaments, the financial institutio

the MONEYVAL

Report

should be required to verify that any person putiogr to act on behalf of th
customer is so authorized, and identify and vehéyidentity of that person.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

In accordance with article 9.6 the AML/CFT Law regentative authorized to 4
on behalf of a customer shall submit the documewitdencing competence, as w
as other relevant identification documents dependin the customer being
natural or a legal person.

For customers that are legal persons the monitarirtigies shall obtain power of

attorney, charter of the legal person and statestrajon certificate of the legal
person.
Based on the article 9.8 of the AML/CFT Law the rating entities shall verify
the identification data of their customers (natwallegal person) and benefici
owners using reliable, independent sources. Thesumes applying for verificatio
of a natural person are the following:

driving license or other official documents;
confirming the permanent address from an utility & based on extraq
from state registry of immovable property confirguitihe state registration right
ownership, billet, lease or rent contract.

Taking into account the language of FATF Methodgldgy the Draft Law it ig
proposed to amend article 9 of the AML/CFT Law:
Amended article 9.4.Identification of a legal person shall be carrma on the
basis of the notarized copy of their charter amdestegistration certificate of th

behalf of the customer is so authorized, and ifieatd verify the identity of that
person. Monitoring entities are required to vetifg legal status of the legal pers
by obtaining proof of incorporation (establishmemt existence), and obta
information concerning the customer’s name, theasaat trustees (for trusts), legd
form, address, directors (for legal persons), amyigions regulating the power
bind the legal person.

Securities sector

According to the articles 5.1 and 5.2 of the “Ragjohs on carrying out broker

activity in securities market” and 4.1 and 4.2 ¢&teulations on carrying ou
professional management of securities in securitiearket” representativ
authorized to act on behalf of a customer shalivsupower attorney. According t
the article 5.4 of the “Regulations on carrying dmbker activity in securitie
market” and the article 4.3 of the of “Regulatioms carrying out professiona
management of securities in securities market” &rand asset manager sho
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identify and verify information reflected on powefr attorney by the ID document
of both parties.
In addition, according to the appendix 2 (quest@ren of the client) of the
“Regulations on carrying out broker activity in sdties market” measures
applying for identification and verification of gam authorised to sign the orders of
customer that is legal person, are signature saofdiee authorized person and |of
the director of a legal person as well as offistaimp of the legal person. According
to the Instructions on AML/CFT measures chartethaf legal person should be
submitted as well.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Article 9.4 of the AML/CFT Law stipulates that idéitation of a legal person shal
be carried out on the basis of the notarized copytheir charter and state
registration certificate of the legal person.
Monitoring entities shall verify that any personrparting to act on behalf of the
customer is so authorized, and identify and vehgyidentity of that person.
Monitoring entities are required to verify the leg#atus of the legal person, by
obtaining proof of incorporation (establishment existence), and obtain
information concerning the customer’s name, legamf address, directors (for
legal persons), and provisions regulating the pdawéind the legal person.

Recommendation of Financial institutions should be required to idépntthe beneficial owner, and take

the  MONEYVAL
Report

reasonable measures to verify the identity of teeeficial owner using relevant
information or data obtained from a reliable sourstich that the financial
institution is satisfied that it knows who the H@ial owner is.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

The definition of a “beneficial owner” is stipulatén the article 1.0.12 of the
AML/CFT Law as follows: beneficial owner— natural person(s) who ultimately
owns or controls a customer and/or the person ooseltbehalf a transaction is
being conducted; it also incorporates those peratrsexercise ultimate effective
control over a legal person or arrangements.”
The article 9 AML/CFT Law set out mandatory prowiss in regard to the
monitoring entities concerning identification (mtmming entities shall identify
their customers and beneficial owners) and vetifica(monitoring entities shall
verify the identification data of their customeradabeneficial owners using
reliable, independent sources) procedures.
Taking into account the language of FATF Methodg|dgy the Draft Law it ig
proposed to amend article 9 of the AML/CFT Law:

Amended article 9.8.The monitoring entities, in cases stipulated itckr 9.2 of
this Law, shall verify the identification data dfieir customers and beneficial
owners using reliable, independent sources. Forcaditomers, the monitorin
entities should determine whether the customerciin@ on behalf of anothg
person, and should then obtain sufficient iderdifan data stipulated in articles
9.4-9.6 of this Law to verify the identity of thather person.
For customers that are legal persons, the monitcgittities are required to take
reasonable measures to understand the ownershipcamtdol structure of thg
customer, and to determine who are the naturalopsrshat ultimately own o
control the customer (this includes those persohs exercise ultimate effectiv
control over a legal person or arrangement).
Securities sector

According to the Instructions on AML/CFT measuresneficial owners shall algo
be identified and verified. According to the amics.2.5 of the “Regulations an
carrying out broker activity in securities marketheasures applying far
identification of beneficial owner are certificassued by the relevant tax agency,
state statistical code and address.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Pursuant to Article 9.8 of the AML/CFT Law, the nitmning entities, in cases
stipulated in Article 9.2 of this Law, shall verithe identification data of thejr
customers and beneficial owners using reliableepetident sources. For all
customers, the monitoring entities should determihether the customer is acting
on behalf of another person, and should then olsafficient identification data
stipulated in Articles 9.4-9.6 of this Law to verihe identity of that other person.
For customers that are legal persons, the mongaeimtities are required to take
reasonable measures to understand the ownershipcamtdol structure of the
customer, and to determine who are the naturalopsrshat ultimately own or
control the customer (this includes those persohs exercise ultimate effective
control over a legal person or arrangement).

Recommendation of For all customers, the financial institution should determine whether the

the  MONEYVAL
Report

customer is acting on behalf of another person, andshould then take
reasonable steps to obtain sufficient identificatio data to verify the identity of
that other person.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

In accordance with article 9.6 the AML/CFT Law regentative authorized to act
on behalf of a customer shall submit the documewitdencing competence, as wgll
as other relevant identification documents dependin the customer being |a
natural or a legal person:
power of attorney + ID documents of a natural perso;
power of attorney + ID documents of a natural persocertificate issued by the
relevant tax agency, or;
power of attorney + charter of the legal persoratesregistration certificate of the
legal person.
Based on the article 9.8 of the AML/CFT Law the rating entities shall verify
the identification data of their customers (natwallegal person) and beneficial
owners using reliable, independent sources.
The measures applying for verification of a natypexison are the following:
» confirming the date of birth from birth certificattocument, passport, driving
license or other official documents;
e confirming the permanent address from an utility dni based on extract from
state registry of immovable property confirming ttate registration right d
ownership, billet, lease or rent contract.
The measures applying for verification of a legaigon are the following:
e comparing the information submitted by a legal perswith information
included into the state register of legal persons;
» obtaining the information on activity of legal pensfrom mass-media
internet or official publication;
e comparing the latest submitted information with viwesly received
information.
Securities sector.
According to the article 5.1.3., 5.2.4 and 5.4 leé tRegulations on carrying out
broker activity in securities market” and artickeg, 4.2 and 4.3 of “Regulations on
carrying out professional management of securitiesecurities market” measures
applying for identification and verification of dasners acting on behalf of another
person are power of attorney and ID of both persons

=

Measures taken to
implement the
recommendations

since the adoption

of the first progress

This issue has already been clarified in the firsgress report.
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report

Recommendation of For customers that are legal persons or legal agaments, the financial institutign
the  MONEYVAL | should be required to take reasonable measuresterghine who are the natural
Report persons that ultimately own or control the customer
Measures reporte( As it is defined in the article 9.3 of the AML/CHJaw identification of a legal
as of 7 Decembe person shall be carried out on the basis of tharizetd copy of its statute and
2009 to implement certificate on state registration. In accordanctéhwiie Civil Code, persons that
i : ultimately own a legal person are listed in théuteaof the legal person.
Recommendation O |, the same time the article 1.0.12 of the AML/CEAW provides for a definition
the report . . .
of beneficial owner covering natural person(s) witimately owns or controls g
customer as well. So, article 9 of the Law defimeandatory requirements to
monitoring entities identify their customers anchékcial owners and to verify the
identification data of their customers and benaficowners using reliable,
independent sources.
Additionally, as one of the directions of the enteth due diligence measures,

total amount of their shares.

Taking into account the language of FATF Methodg|dgy the Draft Law it ig
proposed to amend article 9 of the AML/CFT Law:

Amended article 9.8.The monitoring entities, in cases stipulated itickr 9.2 of
this Law, shall verify the identification data dfieir customers and benefici
owners using reliable, independent sources. Forcaditomers, the monitorin
entities should determine whether the customerciting@ on behalf of anothg

9.4-9.6 of this Law to verify the identity of thather person.
For customers that are legal persons, the mongaeintities are required to tal

customer, and to determine who is the natural peitsat ultimately own or contrdg
the customer (this includes those persons who mecrdtimate effective contrg
over a legal person or arrangement).

Securities sector.

According to the “Instructions on measures agathst money laundering ar
terrorist financing in the securities market” ldagthe names of the sharehold
and their shares, in case if the customer is d fEgaon is mentioned as an enhan
due diligence measure applying to the legal person.

person, and should then obtain sufficient iderdifi;m data stipulated in article

reasonable measures to understand the ownershipcamdol structure of the

monitoring entities are required to determine tlaenas of the shareholders and
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Measures taken to
the

Following the amendments adopted on March 5, 28ti@;le 9.8 of the AML/CFT

implement Law defines that for customers that are legal persthe monitoring entities are

recommendations | required to take reasonable measures to understendwnership and control

since the adoption| girctyre of the customer, and to determine who thee natural persons that

(r)g tgft st g e ultimately own or control the customer (this inadgdthose persons who exercise
P ultimate effective control over a legal person waagement).

Recommendation of Financial institutions should be required to contlongoing due diligence on the

the  MONEYVAL | pusiness relationship.

Report

Measures reporte| The monitoring entities shall conduct ongoing diukgehce measures on the

as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

customer’s business relationship and scrutinyarfdactions undertaken through
the course of that relationship (article 9.11 & &ML/CFT).

Securities sector.

According to the article 2.1 of the “Regulatio® measures taken by capita
market intermediaries for the suppression of moneyaundering and financing
of terrorism in capital market” all financial intermediaries in the securities seq
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should undertake ongoing customer due diligence on:
e transactions with cash

» transactions above the 20,000 AZN threshold
Financial intermediaries should carry ongoing comgo due diligence and notify
SCS when they have a suspicion of money launderingrrorist financing.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In accordance with Article 9.12 of AML/CFT Law, mitoring entities shal
conduct ongoing due diligence on the businessioektip. Ongoing due diligenge
shall include:
- scrutiny of transactions undertaken throughoutcth#@se of the relationship to
ensure that the transactions being conducted ausistent with the institution’s
knowledge of the customer, their business and pisitile, and the source ¢
funds (9.12.1);
- ensuring that documents, data or information ctéi@éainder the CDD process
is kept up-to-date and relevant by undertaking ewsi of existing records
particularly for higher risk categories of customer business relationships
(9.12.2).

=

Recommendation o

f The concept of verification and identification skibbe further established. Th

Azerbaijani authorities should take steps to agplyenhanced verification process
in appropriate cases. Financial institutions shoulten determine an internal
procedure for approval from senior management &iegories of clients, products
services and transactions considered as higher oisknoney laundering and
terrorism financing.

the  MONEYVAL
Report
Measures reporte

as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Currently the procedure of verification and identfion is established in the
AML/CFT Law (article 9.12). For identification ofustomers and beneficial
owners, the monitoring entities shall perform ermeahdue diligence measures
under the circumstances listed below and shallrinfthe Financial Monitoring
Service about that:

» in situations that cause suspicions or reasonablends for suspicions that
funds or other property are the proceeds of a namactivity or are related tp
terrorist financing;

e concerning any transaction with the funds or offreperty associated with
the citizens of the country which do not or instiffntly apply international
standards against ML/TF, with the persons regidterethat, who has a residency
or permanent business in this country, with thesqes who has a bank account in
banks registered in this country;

e concerning any transactions from bank accounts aditigally exposed
persons of foreign country;

» transfer of funds from anonymous accounts thatoateof the jurisdiction
of the Republic of Azerbaijan to the Republic ofeflzaijan, as well as transfer
funds to the anonymous accounts that are out ojutiediction of the Republic of
Azerbaijan.

» in cases when there are doubts about the verac#gleguacy of previously
obtained identification data on customer or berafimwvner;

e in cases when there are suspicions or reasonablmdg to suspect that
customer does not act on his/her behalf or reptestmird person.
The enhanced due diligence measures performedebmtimitoring entities are the
following:

» verification of accounts and business relationstiopsother transactions
carried out with other means, clarification of tparpose and nature of the
transactions;
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learning the names of the shareholders and theireshin case if th
customer is a legal person;

sources of funds or other property.

obtaining from other reliable sources and comparimgre precise
information about the customers, beneficial owrsand if possible, about th

1%

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Enhanced CDD measures have been explicitly defim¢de amended Article 9.1
of the AML/CFT Law. According to said article, “algside with the requiremen

business relationship or transaction under theigistances listed below:
transactions with non-resident customers;

securities and other property;
companies that have nominee shareholders or sindoearer form;
transactions with correspondent accounts of forbagnks;
in cases specified by the article 7.2 of the AMLIQRAw.
According to Article 9.14 the enhanced CDD measupesformed by thg
monitoring entities are the following:

- verification of accounts and business relatiorstop other transactior
carried out with other means, clarification of tperpose and nature of th
transactions;

- learning the names of the shareholders and thaireshin case if th
customer is a legal person;

information about the customers, beneficial owramd if possible, about th
sources of funds or other property.

AML/CFT legislation has differentiated two circurastes when it is required
have senior management approval for conductingaetions.

The senior management approval for conducting actiens with higher risk
customers has been concerned in the article 9f1tBecAML/CFT Law and the
item 7.12 of the Regulation “On Establishment @éinal Control Systems”.
According to the Article 9-1.2 of the AML/CFT Law anitoring entities arg
required to obtain senior management approval fetabdishing busines
relationships with a politically exposed person afforeign country. Where
customer has been accepted and the customer diidimnewner is subsequentl
found to be, or subsequently becomes a politicadgosed person of a foreig
country, monitoring entities should be requiresltain senior management writt
approval to continue the business relationshipoAsllowing to Iltem 7.12 of thg
said Regulation, “establishing of new correspondeldtionship shall be based
the approval of the senior level management ofitbaitoring subject.

on identification and verification stipulated iretirticle 9 of this Law monitoring
entities shall perform enhanced due diligence fghdr risk categories of customg

transactions with legal persons entrusted to marmageey resources

- obtaining from other reliable sources and compgarinore precise
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Recommendation 0

f (As the documents which can be used for verifinabo identification are no

the  MONEYVAL | sufficiently determined) financial institutions stht be advised to use not only t

Report documents as currently prescribed by law but also use other reliable,
independent source documents, data or informatmmtlie verification of the
customer’s identity.

Measures reporte( The definition of a “customer” is stipulated in theicle 1.0.11 of the AML/CFT

as of 7 Decembe
2009 to implemen
the

Recommendation o

Law as follows: “customer — any natural or legatsp@ using the services of t
monitoring entities or other persons involved innibaring the persons that conce
the transactions with the funds or other property.”

the report

Article 9.1 of the AML/CFT Law obliged monitoringngties to identify their
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customers and beneficial owners. Identificatioradegal person shall be carri
out on the basis of the notarized copy of theirrighhaand state registratiq
certificate of the legal person. Identificationaohatural person shall be carried
on the basis of his ID document. Identificationaohatural person engaged in {
entrepreneurship activity without forming a legatson shall be carried out on t
basis of his/her ID document and a certificateaddoy the relevant tax agency.
Articles 9.8 and 9.9 of the AML/CFT Law obliged nitaming entities to verify the
identification data of their customers and benaficowners using reliable
independent sources.

The measures applying for verification of a legaigon are the following:
comparing the information submitted by a legal persvith information
included into the state register of legal persons;

obtaining the information on activity of legal pensfrom
media, internet or official publication;

comparing the latest submitted information with viwesly received
information.

The measures applying for verification of a natypexison are the following:
confirming the date of birth from birth certificatdocument, passpor
driving license or other official documents;

confirming the permanent address from an utility & based on extrac
from state registry of immovable property confirgnithe state registration right
ownership, billet, lease or rent contract.

Examples of the types of customer information tkhall obtained, and th
identification data that should be used to vefifgttinformation were taken direct
from the General Guide to Account Opening and Gustddentification issued b
the Basel Committee’s Working Group on Cross BoRbanking.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

In addition, items 5.3 and 5.4 of the Regulatiom“Bstablishment of Interng
Control Systems” stipulates that for verificatiof identification data obtaine
about the customer and beneficial owner, the mongosubject may apply one

more measures set forth in articles 9.9 and 9.1hefAML/CFT Law for the
verification of information. 3qdim olunmyg melumatlarin verifikasiyasi tg¢in b
gayda olaraq dgiqiliyi stibhe dogurmayan, musgil (mslumatlarin w sonadlarin

mistoridon konar digr menbolordan slds edilnosi) monbolordon molumatlar olds

edilFor verification of the submitted data, as ke rinformation should be obtaing
from independent sources that do not cause dowltisifing information ang
documents from other sources, not from the custpmer

Within the internal control system the monitoringbgect may form an electron
database on documents. For this purpose, one omaer of those documents g
obtained from the customer and copied and storedléctronic data carrier
Monitoring subyekti mitori vo benefisiar bassind slde olunmy eynilosdirmo

molumatlarinin verifikasiyasi ugun elektronslmmat bazasindan istifaded

bilorlor.The monitoring subjects may use electronic dat@bi@r verification of
identification data obtained about the customerlzerkficial owner.
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Recommendation o

f Azerbaijani legislation should provide a definitiaf “beneficial owner”, on the

the  MONEYVAL | pasis of the glossary of the FATF Methodology.
Report
Measures reporte( “Beneficial owner” definition is stipulated in therticle 1.0.12 of the AML/CFT

as of 7 Decembe
2009 to implemen

Law on the basis of the glossary of the FATF Methogy as follows: “beneficial
owner — natural person(s) who ultimately owns ontaas a customer and/or th

the

ne
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Recommendation o
the report

person on whose behalf a transaction is being aiaduit also incorporates tho
persons who exercise ultimate effective contror@kegal person or arrangemen

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

Recommendation o
the MONEYVAL
Report

f Financial institutions should be required to obtaiiormation on the purpose at
intended nature of the business relationship.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Taking into account this Recommendation by the Oradv it is proposed to amerj
AML/CFT Law with article 9.11:
Amended article 9.11.Monitoring entities shall obtain information oretpurpose
and intended nature of the business relationship.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Pursuant to Article 9.11 of the AML/CFT Law, monitgy entities shall obtaif
information on the purpose and intended naturb®business relationship.

Recommendation o
the MONEYVAL
Report

f The scrutiny of transactions and the updating ehidfication data acquired durin
the CDD process should be undertaken as an ongmiogess of due diligence g
the business relationship. This requirement shd@dset out by the AML Law,
order to ensure that the transactions being congllichre consistent with th
financial institutions’ knowledge of the client.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Taking into account this Recommendation by the Orafv it is proposed to amerj
AML/CFT Law with article 9.12:
Amended article 9.12.Monitoring entities shall conduct ongoing due gkince on
the business relationship. Ongoing due diligenedl gitlude the following:
9.12.1.scrutiny of transactions undertaken throughoutthase of that relationshi
to ensure that the transactions being conductedarsistent with the institution’
knowledge of the customer, their business andmisfile, and the source of funds
9.12.2. ensuring that documents, data or information ctdécunder the CDI
process is kept up-to-date and relevant by undedaleviews of existing record
particularly for higher risk categories of customer business relationships.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Pursuant to Article 9.12 of the AML/CFT Law, monity entities shall condug
ongoing due diligence on the business relationsbipgoing due diligence shg
include the following:
scrutiny of transactions undertaken throughoutctherse of the relationship t
ensure that the transactions being conducted ausistent with the institution’
knowledge of the customer, their business and piskile, and the source (¢
funds (9.12.1);

ensuring that documents, data or information ctél®ainder the CDD proce
is kept up-to-date and relevant by undertaking essi of existing records
particularly for higher risk categories of customer business relationshij
(9.12.2).

— -
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Recommendation o
the MONEYVAL
Report

fIt should be made clear to financial institutionsat if they are unable t
satisfactorily complete CDD measures, (before ant@mpening or commencin

O
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business relations or where the business relatipnkhs commenced, when dou
about the veracity or adequacy of previously olgdirdata arise) they shou
consider making an STR.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

Currently in accordance with the article 9.14 of thML/CFT Law, where it is
impossible to identify the parties of transactiomerder as defined by this Law
whether refused from submitting identification infaation on the customer ¢

Taking into account this Recommendation by the Orafv it is proposed to amerj
relevant article of the AML/CFT Law: “Where it isnpossible to identify the

submitting identification information on the custemor beneficial owner, th
monitoring entities shall not open the account, m@mce business relations
perform the transaction, and in accordance wititlarLl of this Law shall inforn
the FMO about that.”

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In accordance with Article 9.15 of the AML/CFT Lawhere the monitoring entit
is unable to identify and verify the parties ofrisactions in order as defined by {
Law or whether refused from submitting identificatiinformation on the custom
or beneficial owner, or the financial institutiomshdoubts about the veracity
adequacy of previously obtained customer identificadata, the monitoring entit
shall not open the account, commence businessoreatr perform the transactio
and in accordance with Article 11 of the Law sliadbrm the Financial Monitoring
Service about that.

In addition, taking into account the MONEYVAL recorendation made in des
based review in 2010, abovementioned obligationblesen extended in Item 5.9
the Regulation “On Establishment of Internal CohtBystems”. Hence, if th
monitoring entity is unable to conduct identificatiand verification of the custom
and beneficial owner identity using reliable indegent source documents, data|
information (identification data) as defined by thew or obtain information on th
purpose and intended nature of the business nefdtios of the customer ai
beneficial owner with them, the monitoring entitya#i not perform the transactio
open the account, commence business relationshipifat is unable to carry oy
the mentioned identification and verification maasuafter the establishment
business relationship, it shall terminate the kessnrelationship and to consig
making a suspicious transaction report to the Fi@hivionitoring Service.

Recommendation o

f Financial institutions should be required by enfemble means to identify a

the  MONEYVAL | existing clients (on the basis of materiality amgky and to conduct due diligen

Report on such existing relationships at appropriate timesorder to acquire all missin
data and information.

Measures reporte| Taking into account this Recommendation by the Cirabv it is proposed to amer

as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

AML/CFT Law with article 9.16:

Amended article 9.16. Monitoring entities shall apply CDD requirements
customers existing until the entrance into forcetlit Law, on the basis ¢
materiality and risk and to conduct due diligencesoch existing relationships
appropriate times.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Following to Article 9.16 of the AML/CFT Law, momiting entities shall appl
CDD requirements to customers existing until thiaate into force of this Law
on the basis of materiality and risk and to condl diligence on such existir
relationships at appropriate times.

beneficial owner, the monitoring entities shall petform the relevant transaction.

parties of transactions in order as defined by tlds or whether refused from

bts
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(Other) changes

According to the Law “On changes and amendmenssioe legislative acts of th
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since the last
evaluation

Republic of Azerbaijan in connection with implematian of the Law of the

Republic of Azerbaijan “On the Prevention of theghkzation of Criminally

Obtained Funds or Other Property and the Finanoingerrorism”, amendments
were done to several legislative acts of the Repudil Azerbaijan, including the

following ones:
* Amended article 25-1 of the Law “On Investment Faincequires tha

investment fund shall report to the Financial Moriitg Service information on
transactions with funds or other property subjecinbnitoring for the purposes of

prevention of ML/TF, as well as prepare and appéinternal control system. Th
investment fund shall observe the requirementhefAML/CFT Law concerning

e

the identification of customers, beneficial ownersauthorized representative, and

verification of this identification information, damenting, filing and archiving th
information.

» Amended articles 302.8-1, 1078-29.9 and 1078-3fl.#heo Civil Code
obliged pawnshops, brokers and persons engagétt iprofessional manageme
of securities to carry out measures as definedheyrélevant legislation for th
purposes of prevention of ML/TF.

 Amended article 29.4 of the Law “On Non—-Governmke@aganisationg
(public associations and funds)” requires that NGBall carry out measures
defined by the relevant legislation for the purgostprevention of ML/TF.

* Amended article 42-1 of the Law “On Banks” obliga@dit institutions tg
report to the Financial Monitoring Service inforimoat on transactions with fund
or other property subject to monitoring for the gmges of prevention of ML/TH
prepare and apply the internal control system, elsag carry out other measures
defined by the laws of the Republic of Azerbaijamdl éhe international instrumen
to which the Republic of Azerbaijan is a party. diténstitutions shall observe th
requirements of the AML/CFT Law concerning the idfezation of customers
beneficial owners or authorized representative \amification of this identification
information, documenting, filing and archiving tliformation. No anonymou
accounts, including anonymous deposit accounts beampened, as well as I
anonymous certificate of deposit can be issued.

* Amended article 10.3 of the Law “On Lottery” stiptdd that lottery
organizer shall carry out measures as defined byréfievant legislation for th
purposes of prevention of ML/TF.

e According to the amended article 13.5 of the Lawm ‘@bst”, National Pog
Operator shall report to the Financial Monitoringen8ce information on
transactions with funds or other property subjectbnitoring for the purposes
prevention of ML/TF, prepare and apply the internahtrol system, as well g
carry out other measures as defined by the latseoRepublic of Azerbaijan an

the international instruments to which the Repulifc Azerbaijan is a party.

National Post Operator shall observe the requirésnefi the AML/CFT Law
concerning the identification of customers, benaficowners or authorize
representative, and verification of this identifioa information, documenting
filing and archiving the information.

e According to the amended article 13 of the Law “@saurance Activity”,

insurers, re-insurers, insurance intermediariesll steport to the Financial

Monitoring Service information on transactions witimds or other property subje
to monitoring for the purposes of prevention of WE/ prepare and apply th
internal control system, as well as carry out otheasures as defined by the Ia

nt

as

as
ts
e

no

S

o

ct
e
WS

of the Republic of Azerbaijan and the internatiomadtruments to which th

e
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Republic of Azerbaijan is a party. The insurers,-ingirers, insurancg
intermediaries shall observe the requirementse@®kL/CFT Law concerning the
identification of customers, beneficial owners athmrized representative, and
verification of this identification information, damenting, filing and archiving the
information.

* Amended article 5 of the Law “On Freedom of Conscé& obliged
charities to carry out measures as defined by #levant legislation for th
purposes of prevention of ML/TF.

v

11

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 5 (Customer due diligence)
ll. Regarding DNFBP?

Recommendation o

f It is strongly recommended that the Azerbaijan arities make all DNFBP, a

< XU

the  MONEYVAL | defined by FATF, subject to AML/CFT obligations.idtalso advised that ta

Report advisors, lottery organisers and auditors are ceekr Azerbaijan should full
implement Recommendation 5 and make these meagppigsable to DNFBP.

Measures reporte( Currently by the article 5 of the AML/CFT Law as BRP (other persons involvgd

as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

in monitoring) are established:

e notaries;
e lawyers;
e auditors;

» other persons providing legal services.
The institutions of “tax advisors”, “external accants” are not applicable for the
Republic of Azerbaijan.
Casino activity and gaming is prohibited on theritery of the Republic of
Azerbaijan on the basis of the Decree of the Peesidf the Republic of Azerbaijan
N° 730 of 27 January 1998.
Lottery organizers and the persons providing inesfiawry services on the buying
and selling of real estate qualified by the AML/CE&w as monitoring entities.
Lottery games are undertaken by “Azerlottery” OJS@ose shares are 100%
owned by the Government.

In accordance with the article 5.1, the requiremeot the AML/CFT Law
concerning the identification and verification afstomers and beneficial owners
shall apply to DNFBP (other persons involved in itamng) when they prepare fq
or carry out transactions for their customers watspect to the following activities

» buying and selling of real estate;

e managing of customer funds, securities or othepenty;

* managing of customer bank and securities accounts;

e creation, operation or management of legal perdmmgng and selling of
legal persons, organization of contributions fore tloreation, operation ¢
management of legal persons.
DNFBP (other persons involved in monitoring) thabmitted information to the

=

=

2j.e. part of Recommendation 12.
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Financial Monitoring Service shall not discloseTihe provisions of the article 5
of the AML/CFT Law shall not apply to the informaii that is considered 3
professional secrecy or legal professional prileg

1

(Other) changes
since the last
evaluation

According to the Law “On changes and amendmensstae legislative acts of th
Republic of Azerbaijan in connection with implematidn of the Law of the
Republic of Azerbaijan “On the Prevention of theghkzation of Criminally
Obtained Funds or Other Property and the Finanofngerrorism”, amendment
were done to several legislative acts of the Repudil Azerbaijan, including thg
following ones:
Amended article 13 of the Law “On Auditing Servitebliged auditors td
observe the requirements of the AML/CFT Law conitegrihe identification ang
verification of customers, beneficial owners or hauwized representativg
documenting, filing, archiving and the requiremerfitreporting of information
indicated in article 7.2 of this Law, prepare amglg the internal control syste
and implement other measures as defined by theargiéegislation of the Republi
of Azerbaijan.

According to the amended article 42-1 Law “On Nigsil, notaries shal
observe the requirements of the AML/CFT Law conitegrihe identification ang
verification of customers, beneficial owners or hawized representative
documenting, filing, archiving and the requiremerfitreporting of information
indicated in article 7.2 of this Law, and implemettier measures as defined by
relevant legislation of the Republic of Azerbaijan.

Based on amended article 16 of the Law “On Advccated Advocate
Activities”, lawyers shall observe the requiremenitthe AML/CFT Law.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 10 (Record keeping)
I. Regarding Financial Institutions

Rating: Partially compliant

Recommendation o

f A clear obligation to keep records of account filged business corresponden

the  MONEYVAL | should be introduced for all financial institutians
Report
Measures reporte( Article 10 of the AML/CFT Law establishes mandatofyligation to keep record

as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

of account files and business correspondence. Basedhe article 10 th
monitoring entities shall preserve the identifioatidocuments envisaged by t
article 9 of the AML/CFT Law and documents on trensactions with the funds
other property in the information carriers or ire telectronic format within th
timeframes indicated below, if no longer perio@iwisaged by the legislation:

5€
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identification documents of the customer, benefiolner or authorizeg
representative — at least for 5 (five) years attercustomer’'s account is closed
after termination of legal relations with the custy;

documents on the transactions with the funds oergtinoperty conducte
by the customer (account files, business correspwel and other releva
documents) and the information prepared in accaslavith article 11 of this Lay
— at least for 5 (five) years following completiofithe transaction.

Securities sector

According to the article 2.4 of the “Regulation® @easures taken by capi
market intermediaries for the suppression of molaeydering and financing @
terrorism in capital market” all financial intermades in the securities sector g
required to keep records of account files and ssircorrespondence at least fa
(five) years.

According to article 12.1 of the “Rules for makirecords by broker and dealer
the securities market” professional participantousth keep internal recor
documents and record books at least for 10 years.

According to the article 8.5 on “Standards of dépog activity”, information
related to the depositary accounting and reflectieca paper and electronic dg
shall be kept by depositary during 15 (fifteen)rgea

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Pursuant to Article 10 of the AML/CFT Law, the mtmming entities shall maintai
the documents on CDD measures envisaged by tloéeadtof the Law, documen
on the transactions with the funds or other prgpartd documents envisaged
articles 9-1 and 9-2 of the Law, in the informatiarriers or in the electron
format within the timeframes indicated below, if lomger period is envisaged |
the legislation:
authorized representative — at least for 5 (fivegrg after the customer’s accoun
closed or after termination of legal relations vitie customer;

documents on the transactions with the funds oergtinoperty conducte
by the customer (account files, business correspmel and other releva
documents) and the information prepared in accaavith the article 11 of th
Law — at least for 5 (five) years following comjdet of the transaction.

Recommendation o
the MONEYVAL
Report

f All documents relating to customer identificatioatal must be retained for
minimum period of 5 years and made readily avaddblall relevant authorities.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

In accordance with article 10 of the AML/CFT Lawetidentification document
envisaged by the article 9 of the AML/CFT Law amtdments on the transactio
with the funds or other property shall be submitbgdmonitoring entities to th
Financial Monitoring Service in case of necessity.

See also ibid.

Article 123.2 of the Law “On Insurance Activity” anded in June 30/200
requires that insurers and insurance intermediatiesild preserve the docume
related to the operations carried out by them al a® information on suc
operations contained in the electronic informatiarriers within the term at least
years after the cancelation of legal relationshiih wlients or other contract partig
and identification documents of the client, beriafic or competent representati
prescribed in the article 13 of this Law within therm determined by th
legislation (this term is also determined 5 yearsoading to the article 10 of th
AML/CFT Law) and should submit them to the compéestate authority in case
necessity.

Measures taken to

Pursuant to Article 10.3 of the AML/CFT Law, monitgy entities are required {
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implement the
recommendations
since the adoption
of the first progress
report

ensure that all customer and transaction records igformation mentioned if
Article 10.1 of the Law are available on a timebsls to the supervision authoriti
and Financial Monitoring Service upon approprigguest.

In addition, the Regulation “On Establishment otemal Control Systems
contains the obligation to keep records of the wawotofiles and busines
correspondence for at least five years following termination of an account
business relationship.

h
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Recommendation o
the MONEYVAL
Report

f A provision to ensure that the mandatory recordpeg period may be extended
specific cases upon request of an authority shbalthcluded in the legislation.

in

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

By the wording“if no longer period is envisaged by the legislatioin the article
10 of the AML/CFT Law it is implied that the mandat period may be extende
upon a decision of an authority.

Securities sector

According to the article 2.4 of the “Regulations @reasures taken by capit
market intermediaries for the suppression of molaeydering and financing @
terrorism in capital market” all financial interniades in the securities sector g
required to keep records of account files and lmssircorrespondence at lefst5
(five) years. Which basically means that, upon estjwf the SCS record keepi
period may be extended in the specific cases.

al
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Pursuant to Article 10.3 of the AML/CFT Law, thengframe stipulated in Articl
10.1 of the Law may be prolonged if requested bgesusion authorities o
Financial Monitoring Service in specific cases upooper authority.

11

Recommendation o
the MONEYVAL
Report

fNo formal provision requiring that customer transan records to be mad
available on a timely basis to domestic competathaities.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

In accordance with article 10 of the AML/CFT Lawetidentification document
envisaged by the article 9 of the AML/CFT Law aratuiments on the transactio
with the funds or other property shall be submitbgdmonitoring entities to th
Financial Monitoring Service in case of necessity.

As to other supervision authorities, customer taatisn records shall be providg
to supervision authorities in performance of thdities. To state authorities a
law-enforcement agencies as well, such informateEmbe provided under the va
court order related with resolution of claim, atresonfiscation of property fo
compensation of client liabilities and propertyttie bank’s depository.

Securities sector

Article 9.3 of the Statute of the State CommitteieSecurities (SCS) allows SCS
receive customer transaction records on a timedistfeom the financial institution
in the securities sector

Article 123.2 of the Law “On Insurance Activity” anded in June 30/200
requires that insurers, reinsurers and insurant@nediaries should submit th
preserved documents to the competent state aytlroiase of necessity.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

ensure all customer and transaction records amufnigition mentioned in th
Article 10.1 of the Law are available on a timebsls to the supervision authoriti
and Financial Monitoring Service upon approprigguest.

Pursuant to Article 10.2 of the AML/CFT Law, monitwy entities are required {

(0]
e
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Recommendation o

f No provision as yet in secondary legislation definthe record keeping documer

nts
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the  MONEYVAL | to be retained and the length of retention in the&urance sector.
Report
Measures reporte( Insurers, reinsurers, insurance intermediariesdafened in the article 4 of th

as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

AML/CFT Law as monitoring entities. So, article @Dthe Law shall apply also t
them.
Article 123.2 of the Law “On Insurance Activity” @anded in June 30/200

o @

D

requires that insurers, reinsurers and insuraneeniediaries should preserve the

documents related to the operations carried ouheg as well as information g
such operations contained in the electronic infdianacarriers within the term 4
least 5 years after the cancelation of legal mhatiip with clients or other contra
parties, and identification documents of the cliebeneficiary or competer
representative prescribed in the article 13 of lthis within the term determined &
the legislation (this term is also determined 5ryezccording to the article 10
AML/CFT Law) and should submit them to the compéttate authority in case ¢
necessity.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Based on Item 11.4 of the Regulation “On Establishimof Internal Contro

Systems”, the information and documents below wiggr observing the
requirements of the AML/CFT Law shall be recorded atored by the monitorin
subject:

- identification and verification documents of thesmmer, his beneficia
owner or authorized representative as shown iclar® of the Law, as well g
account files and business correspondence;

- documents concerning transactions conducted byuktomer with funds

and other property (withdrawals from its accoumisés for conduct of transactior
etc.);

- information and documents obtained concerning rdrestactions carried ol
by foreign PEPs;

- all the information and documents obtained conogrnnusual transaction

as well as written analysis reports prepared byrbaitoring subject in this regard;

- information and documents submitted to the Findridianitoring Service
on current and suspicious transactions as wellnéwrmation and documen
obtained from analysis conducted to determine vérediy transaction or busine
relationship is suspicious;

- written inquires made by the Financial Monitoringer8ce and the
supervision authority and the replies to theseinneg)

- correspondence and documents sent to the superastbority concerning
supervision measures carried out regarding theraednsee of requirements of th
Law.
If the legislation does not provide for longer sige period of the information arn
documents considered in Item 11.4 of the Regulatioshall be stored throug
recording in paper or electronic data carriersaoleast five years after closing
the account and termination of business relatignshith the customer. Th
documents are stored in centralized archive inraece with the requirements fi
storage of archive documents.
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Recommendation 10 (Record keeping)
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ll. Regarding DNFBP?

Recommendation o

f Azerbaijan should fully implement Recommendatiorad® make their measure

2S

the  MONEYVAL | applicable to DNFBP.
Report
Measures reporte| In accordance with the article 5.1, the requiremeot the AML/CFT Law,

as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

concerning the documenting, filing, archiving ofdrmation shall apply to DNFBI
(notaries, lawyers, auditors, other persons pragidiegal services) when the
prepare for or carry out transactions for theirtoosers with respect to th
following activities:

buying and selling of real estate;

managing of customer funds, securities or othepgnty;

managing of customer bank and securities accounts;

creation, operation or management of legal perdmungng and selling o
legal persons, organization of contributions fore tioreation, operation ¢
management of legal persons.

34
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 13 (Suspicious transaction reporting
I. Regarding Financial Institutions

Rating: Non-compliant

Recommendation of Azerbaijan as a matter of the highest priority sldoset up a system of mandatary

the  MONEYVAL | reporting of suspicious transactions and activitigs law or regulation. Thg

Report reporting obligation should relate both to suspitsoconcerning money laundering
and to suspicions concerning the financing of tasr.

Measures reporte| Based on the article 7.2 of the AML/CFT Law, moriitg entities shall make

as of 7 Decembe suspicious transaction report (STR) to Financialnhwing Service on funds ar

2009 to implement other property, transactions with them and thenatts to carry out transactions

the _ regardless of their amount involving the followifegtures:

Recommendation o . . . ..

the report e in situations that cause suspicions or reasonaplijS for suspicions that
funds or other property are the proceeds of a namactivity or are related tp
terrorist financing;

e on any transaction with the funds or other propertgociated with the
citizens of the country which do not or insuffidignapply international standards
against ML/TF, with the persons registered or thaiho has a residency or
permanent business in this country, with the perseho has a bank account|in

banks registered in this country;

3i.e. part of Recommendation 12.
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e on any transactions from bank accounts of polificekposed persons of

foreign country;
» on transfer of funds from anonymous accounts that eut of the

jurisdiction of the Republic of Azerbaijan to thefiblic of Azerbaijan, as well as
transfer funds to the anonymous accounts that areofothe jurisdiction of the

Republic of Azerbaijan.

The Regulation on submission of STR (and CTR) iemeined by the Financia

Monitoring Service. The STR shall contain the faling information:

» type of transaction;

» date of execution of transaction;

» amount of executed transaction;

» necessary information for the identification of dégnd natural persor]
conducting the transaction;

» information about the beneficial owner;

* information on the nature, as well as the inforomatidescribing a

chronological history of the transaction;
» the grounds stipulating the suspiciousness of aetios.

The STR shall be submitted before the executiotheftransaction. Where non-

execution of a transaction is impossible or wheig known that  non-—executig
of the transaction may cause impediments for ifieation of the beneficial owne
after execution of the transaction the monitoringjites shall immediately inforn
Financial Monitoring Service.

The information submitted to Financial Monitoringr8ice shall not be disclose
In accordance with the Criminal Code:

Article 316—2. Disclosure of information about the measures to be taker
against the legalization of criminally obtained furds or other property and the
financing of terrorism

316-2.1.Except the cases prescribed by the Law, disclotwemeasures to h
taken against legalization of criminally obtainedds or other property by a pers
to whom these data has been trusted or known siteer

shall be punished by the penalty at a rate frorB@ r@anats up to 3 000 manats,
with imprisonment for the term up to one year widtprivation of the right to hol
the certain posts or to engage in the certain iiesvfor the term up to three yed
or without it.
316-2.2.Except the cases prescribed by the Law, disclotheemeasures to h
taken against financing of terrorism by a personvtibom these data has be
trusted or known on service—

shall be punished by the penalty at a rate frorB@r@anats up to 4 000 manats,
with imprisonment for the term up to two years wdprivation of the right to hol
the certain posts or to engage in the certainiievfor the term up to three yed
or without it.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Though the Financial Monitoring Service startedeiging paper based STRs

2009, the launching of automated reporting systeas the prior target of it
activity. So the new electronic reporting systenzAML) had been implemente
since September 2010. This system enables repagtitijes to send reports v
reporting portal on the web-page of the FinanciahKbring Service www.fiu.az,

as well as Financial Monitoring Service specialtsteheck and process mention
reports in a timely and efficient manner.

n

h

in

[OMY]
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In February 2011 the agreement was signed betweetJNODC and Financia

|
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Monitoring Service for the deployment of the goAMinalytical system. After
purchasing the goAML, a special Working Group wagaaised within the
Financial Monitoring Service and Action Plan on lempentation of the goAML
was adopted in March 2011. In October 2011, theMjbAystem was deployed arj
all reporting entities were registered within testtenvironment. For the time bein
reporting entities use goAML in parallel with AzAMfor sending reports an
starting from January 1, 2012 the goAML will be rtiabed in real regime, b
replacing AzAML.

This new system, not only gives the Financial Manitg Service efficient data
processing and data mining instruments, as wethetical and strategic analysis
tolls, but also enables reporting entities to awt@ntheir internal control systems
and reporting process.

< 99 o

Recommendation of All financial institutions and relevant non-finaatiinstitutions covered by th

the  MONEYVAL
Report

D

FATF recommendations (or the EU Directive) shouiddubject to the reportin
duty.

(@)

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

The mandatory requirement to make STR is refeoed t

» credit institutions;

* insurers, reinsurers, insurance intermediaries;

» brokers, who professionally participate in the sities market and those
who are engaged in the professional managemeetafites;

» credit institutions providing leasing services;

» institutions and other organizations providing pEestvices that are engaged
in transfers of the funds;

e pawnshops;

* investment funds;

» legal persons engaged in buying and selling ofiposcstones, precioys
metals, as well as the jewelry or the other goodslenof precious stones and
precious metals;

* non—governmental or religious organizations paftadaivities of which
consist of receiving, collecting, delivering orrisferring the funds;

» the lottery organizer;

» legal persons providing intermediary services anlibying and selling of
real estate.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In accordance with the amendments to the AML/CFW baade on March 5, 2010,
the mandatory requirement to make STR is alsonexldp:

» natural persons engaged in buying and selling e€ipus stones, precious
metals, as well as the jewelry or the other goodslenof precious stones and
precious metals;

» natural persons providing intermediary serviceshaenbuying and selling gf
real estate.
In previous version of the AML/CFT Law, only legaérsons were involved into
the STR submission process.

(Other) changes
since the first
progress report
(e.g. draft laws,
draft regulations or

draft “other

enforceable means”

and other relevant
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initiatives

Recommendation 13 (Suspicious transaction reporting
ll. Regarding DNFBP*

Recommendation 0

f Recommendation 13 is not addressed in the Azerbdégislation and should b

the  MONEYVAL | implemented for DNFBP as soon as possible.
Report
Measures reporte| In accordance with the article 5.1, the requiremeot the AML/CFT Law,

as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

concerning the reporting of information indicated article 7.2 shall apply t
DNFBP (notaries, lawyers, auditors, other persausiging legal services) whe
they prepare for or carry out transactions for rtleeistomers with respect to tf
following activities:

buying and selling of real estate;

managing of customer funds, securities or othepgnty;

managing of customer bank and securities accounts;

creation, operation or management of legal perdmungng and selling o
legal persons, organization of contributions fore tiocreation, operation ¢
management of legal persons.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives

Special Recommendation Il (Criminalisation of terraist financing)

Rating: Partially compliant

Recommendation o

f The evaluators strongly recommend that financindeoforist organisations ang

the  MONEYVAL | individual terrorists be explicitly criminalised.
Report
Measures reporte( Extract from the Draft Law (article 214-1 of CrirainCode): “....Provision of

as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

collection funds or other property by any meangedlly or indirectly, unlawfully,
and willfully, with the intention that they shoulie used or in the knowledge th
they are to be used, in full or in part by a teéstoorganisation or by an individu
terrorist,....".

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The Law of the Republic of Azerbaijan, #973-IlIQQr amendments to individu
legislative acts of the Republic of Azerbaijan tothance the prevention of tk
legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism» (adopted by the Parliament of the RepuflAzerbaijan March 5, 2010
has introduced a new definition of the terroristaficing offence to the Crimin
Code.

|=)
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Enacted version of Article 214-1pertain below:

4i.e. part of Recommendation 16.
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«Article 214-1. Terrorist financing

Willful provision or collection funds or other pregy by any means, in full or i
part, directly or indirectly, with the intentionahthey should be used or in t
knowledge that they are to be used in order tanfieahe preparation, organizati

or carrying out by a person or by a group (orgaina community) of persons of
an act which constitutes a crime within the scape @ defined in the articles 102,
214, 215, 219, 219-1, 277, 278, 279, 280, 282 @Ghminal Code of the Republic
of Azerbaijan, or by an individual terrorist or hyterrorist organization—
shall be punished by imprisonment for the term ftemup to twelve years with the
confiscation of property.
Note:
1. Terrorist financing offence shall not requirattthe funds were actually used
to carry out or attempt a terrorist act or be Iohke a specific terrorist act.
2. The person who has committed act, provided byatticle 214-1 of this Code
shall be released from a criminal liability if heéshad warned authorities or fin
different way promoted prevention of commitmentsofch act and if in his/her
actions there were no attributes of structure béotrime».
Recommendation of Referring to the meaning of the terms “money resesit and “other property” the
the  MONEYVAL | evaluators were unable to find definitions of thesmcepts. Furthermore no
Report definition was found for the term “money”. It is tndear if the concept “money
resources” refers without any doubt to cash, momeythe bank accounts ar
financial deposits and if the property includes physical objects and property
rights. It is also not clear if the concept covelktypes of negotiable instruments
and bank accounts. Because of that, the evaluatmisider that future clarification
is required to cover all these concepts.
Measures reporte( In this article «funds or other property» meanse&sf every kind, from a
as of 7 Decembel |ggitimate or illegitimate source, whether tangitde intangible, movable or
2009 to implement jjmmovable, however acquired, and legal documentsysiruments in any forn,
g‘e : including electronic, evidencing title to, or imgst in, such assets, including, but not
ecommendation Q imitad 1o, bank credits, travelers cheques, bankqaes, money orders, shares,
the report o .
securities, bonds, drafts and letters of credit.
Measures taken to| The definition of «funds or other property» in termof SRIl was embedded to
implement  the | Article 1 of the Law of the Republic of Azerbaija®n Combating Terrorism»:
recommendations | «funds or other property — means assets of every kind, from a legitimate or
since the adoption| jegitimate source, whether tangible or intangjfevable or immovable, however
fg tgftf'rSt PTOgress | acquired, and legal documents or instruments in fany, including electronic
P evidencing title to, or interest in, such assats|uding, but not limited to, bank
credits, travelers cheques, bank cheques, moneysosd
Recommendation of The legislation does not provide a definition ofirffls” in relation to terrorism
the  MONEYVAL | financing. It should be ensured that “funds” fullpvers the concept, as defined|in
Report the Terrorist Financing Convention.
Measures reporte| Please see item above.

as of 7 Decembe
2009 to implemen
the

Recommendation o

the report
Measures taken to| Please see information above.
implement the

recommendations

since the adoption
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of the first progress
report

Recommendation o
the MONEYVAL
Report

f The evaluators are not in a position to commenh wirtainty on whether Articl
214-1 covers legitimate funds or not. For clarityhe financing of terrorisn

or illegitimate sources.

provision should explicitly extend to any fundsgthler they come from legitimate

11

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

The new definition of funds extends to any funddiether they come fron
legitimate or illegitimate sources.

n

the report
Measures taken to| The new definition of funds extends to any fundsiether they come fron
implement the | |egitimate or illegitimate sources.

recommendations
since the adoption
of the first progress
report

Recommendation o
the MONEYVAL
Report

f The legislation should also provide that the teisbfinancing offence should n
require that the funds were actually used to cany or attempt a terrorist act g
be linked to a specific terrorist act.

Dt

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

ltem 2 of the Note to article 214-1 of Criminal @ogrovides that terrorig
financing offence shall not require that the fumase actually used to carry out
attempt a terrorist act or be linked to a speddicorist act.

—

the report
Measures taken to| Please see information above.
implement the

recommendations
since the adoption
of the first progress
report

Recommendation o
the MONEYVAL
Report

f The legislation does not address the issue whdtleintentional element can |
inferred from objective facts and circumstancesg #re issue has not been teste(
practice. It would be prudent to explicitly provifte this.

e
] in

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

With the ratification of the Palermo Conventiontioaal legislation has acceptg
that the criminal intent, knowledge or purpose lbarinferred from objective factu
circumstances.

Nevertheless, in practice the intentional elemétit® offence of money launderirj
may be allowed to be inferred from factual circuemses by virtue of article 124
the Code of Criminal Procedure of the Republic @aEfbaijan. Therefore it shall i
relied upon both direct and circumstantial evidetzeprove their case in an
criminal prosecution. Knowledge or intent may beved by direct evidence or mg
be inferred from the surrounding circumstances, dmn objective factual
circumstances, such as time and place of the aimdenotive of the perpetrator.
In accordance with article 124 of the Code of CriahiProcedure reliable eviden

criminal proceedings shall be considered as prdgegcevidence. Such eviden
shall be obtained in accordance with the requirégseih the Code of Criming
Procedure, and shall be produced in order to shbetlver or not the act was
criminal one, whether or not the act committed aiors the features of offence al

other circumstances essential to determining thergehcorrectly. If there is n

(information, documents, other items) obtained hg tourt or the parties to

2d
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doubt as to the accuracy and source of the infeomatiocuments and other iter
and as to the circumstances in which they wereirdda they may be accepted
reliable evidence.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

Recommendation o
the MONEYVAL
Report

fAs in the analysis and recommendations in respédReacommendation 2, th
evaluators similarly recommend Azerbaijan to coesidxtending the offence
financing of terrorism to legal entities.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Criminal Code of the Republic of Azerbaijan doe$ rexognize legal persons
subjects of a crime, as directly stated in artit®of the Criminal Code, undé
which to criminal liability shall be subjected pemns who has mental capacit
committed a crime and reached appropriate agéed &ty the Criminal Code.
Nevertheless, Azerbaijani legislation establishifscidve sanctions against leg
persons for offenses related with money laundengterrorist financing. I
particular, article 348-3 of the Code of Adminisitra Infringements stipulates 3
administrative fine of 8,000 up to 15,000 manats ¥mlations of AML/CFT
legislation by legal persons.

Liquidation of legal persons implicated in terroractivities, including terroris
financing, is envisaged in the Law of the RepuldiicAzerbaijan dated 18 Jur
1999 No. 687-1Q “On Suppression Terrorism”.

The possibility of court-ordered liquidation of amprofit institution engaged i
unlawful activity is envisaged in article 59.2.3tbe Civil Code and article 31 ¢
the Law of the Republic of Azerbaijan dated 13 J2860 No. 894-1Q “On non
governmental organizations (public associationsfands)”.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

Nevertheless, taking into account the MONEYVAL newoendation made in des
based review in 2010, the draft Law “On amendmeént€riminal Code of the
Republic of Azerbaijan” was developed in order méraduce the provisions o
corporate criminal liability. The draft Law has bealready submitted to th
Parliament for hearing and adoption.

as

Df

(Other) changes
since the last

For the overall implementation of FATF SR IlI, asliwas to align definition of
“terrorist financing” with the UN International Cweention for the Suppression

Df
al

ne
py

evaluation the Financing of Terrorism, by the Draft Law it psoposed to amend Crimin
Code, AML/CFT Law and the Law “On Suppression ofrdasm” as follows:
Article 214-1. Terrorist financing
Provision or collection funds or other propertydny means, directly or indirectly
unlawfully and willfully, with the intention thathey should be used or in ti
knowledge that they are to be used, in full orant oy a terrorist organisation or
an individual terrorist, or in order to carry out a

(Other)  changes| Taking into account the MONEYVAL recommendation reand desk-based revie

since  the first| in 2010, the draft Law “On amendments to Criminald€ of the Republic o

progress report | Azerbaijan” was developed in order to cover alkaffes indicated in the Annex

(e.g. draft laws,| the UN TE Convention and include the relevant ksicof the Criminal Cod¢

3:22 regulat|§)()r]tze<)lrr relating to nuclear safety to the scope of predlieatffences of terrorism financing.

enforceable means”
and other relevant
initiatives

The amendments were indicated with bold fonts -Hftwiprovision or collection
funds or other property by any means, in full opart, directly or indirectly, with

—h

1%

the intention that they should be used or in theatadge that they are to be useq

n
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order to finance the preparation, organization arying out by a person or by|a
group (organization, community) of persons of ahwbich constitutes a crime
within the scope and as defined in the articles, 4, 215, 219, 219-1226
(illegal handling with radioactive materials), 227 (plunder or extortion of
radioactive materials), 277, 278, 279, 280, 282 of the Criminal Code
Republic of Azerbaijan, or by an individual tersiror by a terrorist organization.”

Special Recommendation IV (Suspicious transactioreporting)

I. Regarding Financial Institutions

Rating: Non-compliant

Recommendation o

f The evaluators recommend that Azerbaijan as a mattethe highest priority

should set up a system of mandatory reporting spisious transactions and
activities. The reporting obligation should relab®th to suspicions concerning
money laundering and to suspicions concerning thanting of terrorism and
should cover all predicate offences. All financiaétitutions and relevant norj
financial institutions covered by the FATF recomdwadions (or the EU Directive
should be subject to the reporting duty.

the  MONEYVAL
Report
Measures reporte

as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Based on the article 7.2 of the AML/CFT Law, moriitg entities shall mak
suspicious transaction report (STR) to FinancialnMoing Service on funds @
other property, transactions with them and thengite to carry out transactions
regardless of their amount involving the followifegtures:

* in situations that cause suspicions or reasonabléngs for suspicions that
funds or other property are the proceeds of a namactivity or are related tp
terrorist financing;

e o0n any transaction with the funds or other prope$gociated with th
citizens of the country which do not or insuffidignapply international standards
against ML/TF, with the persons registered or thalho has a residency or
permanent business in this country, with the perseho has a bank account|in
banks registered in this country;

e on any transactions from bank accounts of polificekposed persons of
foreign country;

» on transfer of funds from anonymous accounts that eut of the
jurisdiction of the Republic of Azerbaijan to thefiblic of Azerbaijan, as well as
transfer funds to the anonymous accounts that areobthe jurisdiction of the
Republic of Azerbaijan.
The Regulation on submission of STR (and CTR) iemeined by the Financial
Monitoring Service. The STR shall contain the faling information:

» type of transaction;

» date of execution of transaction;

» amount of executed transaction;

e necessary information for the identification of dégnd natural persons
conducting the transaction;

» information about the beneficial owner;

e information on the nature, as well as the inforomatidescribing a
chronological history of the transaction;

» the grounds stipulating the suspiciousness of aetit.
The STR shall be submitted before the executiotheftransaction. Where non—
execution of a transaction is impossible or wheig known that  non—execution
of the transaction may cause impediments for iieation of the beneficial owne
after execution of the transaction the monitoringjties shall immediately inform

=

D
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Financial Monitoring Service.

The information submitted to Financial Monitoringr8ice shall not be disclosed.

In accordance with the Criminal Code:

Article 316—-2. Disclosure of information about the measures to be taker
against the legalization of criminally obtained furds or other property and the
financing of terrorism

316-2.1.Except the cases prescribed by the Law, disclotwemeasures to h

taken against legalization of criminally obtainedds or other property by a person

to whom these data has been trusted or known @iteer
shall be punished by the penalty at a rate frorA@ r@anats up to 3 000 manats,

with imprisonment for the term up to one year witprivation of the right to hold

the certain posts or to engage in the certain iiesvfor the term up to three yed
or without it.
316-2.2.Except the cases prescribed by the Law, discloteemeasures to kb

taken against financing of terrorism by a persorwtmm these data has been

trusted or known on service—
shall be punished by the penalty at a rate froA@rianats up to 4 000 manats,

with imprisonment for the term up to two years wdprivation of the right to hold

the certain posts or to engage in the certain iiesvfor the term up to three yed
or without it.
The mandatory requirement to make STR is refewed t

» credit institutions;

e insurers, reinsurers, insurance intermediaries;

» brokers, who professionally participate in the sities market and thosg
who are engaged in the professional managemesetadfities;

» credit institutions providing leasing services;

» institutions and other organizations providing petvices that are engag
in transfers of the funds;

e pawnshops;

* investment funds;

» legal persons engaged in buying and selling ofiposcstones, precioy
metals, as well as the jewelry or the other goodslenof precious stones al
precious metals;

* non—governmental or religious organizations paftadaiivities of which
consist of receiving, collecting, delivering orrtsferring the funds;

» the lottery organizer;

» legal persons providing intermediary services anlibying and selling of

real estate.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Though the Financial Monitoring Service startedeiging paper based STRs
2009, the launching of automated reporting systeas We prior target of it
activity. So the new electronic reporting systenzAML) had been implemente
since September 2010. This system enables repagtitiges to send reports v,
reporting portal on the web-page of the Financiahibring Service www.fiu.az,
as well as Financial Monitoring Service specialtsteheck and process mention
reports in a timely and efficient manner.
In February 2011 the agreement was signed betweetJNODC and Financidg
Monitoring Service for the deployment of the goAMinalytical system. Afte
purchasing the goAML, a special Working Group wagaaised within the

nd
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Financial Monitoring Service and Action Plan on lempentation of the goAML
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was adopted in March 2011. In October 2011, theMbAystem was deployed ar
all reporting entities were registered within testtenvironment. For the time bein
reporting entities use goAML in parallel with AzAMfor sending reports an
starting from January 1, 2012 the goAML will be nabed in real regime, b
replacing AzAML. This new system, not only givese tifrinancial Monitoring

Service efficient data processing and data minirmggriments, as well as tactigal
and strategic analysis tolls, but also enablesrtiegoentities to automate their
Internal Control Systems and reporting process.
(Other) changes| In accordance with the amendments to the AML/CFW b@ade on March 5, 2010,
since  the first| the mandatory requirement to make STR is alsoneden:
progress  report « natural persons engaged in buying and selling e€ipus stones, preciolis
(€.0. draft laws,| eias as well as the jewelry or the other goodslenof precious stones and
draft regulations or . .
draft “other | Prectous metals; e . . . .
o [  natural persons providing intermediary serviceshenbuying and selling gf
and other relevant| real estate.
initiatives In previous version of the AML/CFT Law, only legaérsons were involved into
the STR submission process.
Special Recommendation IV (Suspicious transactioreporting)
Il. Regarding DNFBP
Recommendation of Recommendation 13 (15 and 21) are not addresseleirAzerbaijani legislation
t,:e tMONEYVAL and should be implemented for DNFBP as soon asltpess
epor
Measures reporte| In accordance with the article 5.1, the requiremeot the AML/CFT Law,
as of 7 Decembe concerning the reporting of information indicated article 7.2 shall apply tp
2009 to implement DNFBP (notaries, lawyers, auditors, other persawnsiging legal services) when
the they prepare for or carry out transactions for rtleeistomers with respect to the

Recommendation o
the report

following activities:

buying and selling of real estate;

managing of customer funds, securities or othepgnty;
managing of customer bank and securities accounts;
creation, operation or management of legal perdmungng and selling o
legal persons, organization of contributions fore tlsreation, operation ¢
management of legal persons.

f

=

Measures taken to
implement the
recommendations

since the adoption
of the first progress

This issue has already been clarified in the firegress report.

report

(Other) changes
since the first
progress report
(e.g. draft laws,
draft regulations or

draft “other

enforceable means”
and other relevant
initiatives
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2.3. Other Recommendations

In the last report the following FATF recommendasiovere rated as “partially compliant” (PC) or “non
compliant” (NC) (see also Appendix 1). Please, gpdor each one what measures, if any, have bakent

to improve the situation and implement the suggastifor improvements contained in the evaluation
report.

Recommendation 2 (Money laundering offence)

Rating: Partially compliant

Recommendation of The law of Azerbaijan has not established crimiltbility for legal persons of
the  MONEYVAL | civil or administrative liability for money laundeg by legal persons. Legislatign
Report should be amended to bring liability of legal persointo line with modern
international standards.

Measures reporte| The Ad Hoc group, composed of the law enforcementtfiioners, university
as of 7 Decembel professors and judges of the Supreme Court havelafead the Criminal Law
2009 to implement (Amendment) Bill, which foresees fundamental ameacimof the existing
the : Criminal Code. The review of the existing Crimin@bde was conducted in
Recommendation 0 oo heration with the experts the Council of Eurdffee criminal liability of a lega
the report . . : oTE I
person is among the novelties envisaged by the. Hillis currently unde
consideration in the committee of the national iRarént.
Concerning the introduction of criminal liabilityoff legal persons please be
informed as follows. Criminal Code of the Repubb€ Azerbaijan does naqt
recognize legal persons as subjects of a crimdiraestly stated in article 19 of the
Criminal Code, under which to criminal liability alhbe subjected person, who has
mental capacity, committed a crime and reachedompiate age, settled by the
Criminal Code. This provision reflects one of thendamental principles aof
criminal legislation — the principle of personaHility of a person.
Nevertheless, Azerbaijani legislation establishffsciéve sanctions against legal
persons for offenses related with money laundengterrorist financing. I
particular, article 348-3 of the Code of Adminisiva Infringements stipulates an
administrative fine of 8,000 up to 15,000 manats Vlations of AML/CFT
legislation by legal persons.
Under article 6.3 of the AML/CFT Law, institutiorsperating under a licensg
which are in breach of this Law, are subject t@amction of revocation (annulling
of the license.
Liquidation of legal persons implicated in terrorectivities, including terrorist
financing, is envisaged in the Law of the RepulicAzerbaijan dated 18 June
1999 No. 687-1Q “On Suppression Terrorism”.
The possibility of court-ordered liquidation of amprofit institution engaged in
unlawful activity is envisaged in article 59.2.3tbe Civil Code and article 31 of
the Law of the Republic of Azerbaijan dated 13 JAA60 No. 894-1Q “On non
governmental organizations (public associationsfands)”.
Finally, article 59.2.3 of the Civil Code of the iReblic of Azerbaijan stipulates that
a legal person may be liquidated by court decisfoit engages in activities
prohibited under legislation, or commits repeated goave violations of the
legislation.

~

Measures taken to| This issue has already been clarified in the firsgress report.
implement _ the | Nevertheless, taking into account the MONEYVAL nexoendation made in desk-
recommendations | phased review in 2010, the draft Law “On amendméat€riminal Code of the
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since the adoption
of the first progress
report

Republic of Azerbaijan” was developed in order méraduce the provisions gn
corporate criminal liability. The draft Law has bealready submitted to the
Parliament for hearing and adoption. The relevatitaets from the draft Law

which envisages criminal liability of legal persimlicated below (amendments a
highlighted):

Article 12. Implementation of the criminal law conerning the persons who
have committed a crime out of border of the Repubti of Azerbaijan

12.1. Citizens andegal personsof the Republic of Azerbaijan and persq

constantly living on the territory of Republic okérbaijan without the citizenship,
who have committed crime (action or inaction) otitborder of the Republic of
Azerbaijan, shall be instituted to the criminabliay under the present Code, if this

re

ns

action is recognized as a crime in the Republiézdrbaijan and in the state on the

territory of which it was committed, and if thesergons were not condemned in {
foreign state.
12.1-1. Citizens of the Republic of Azerbaijan, gpers constantly living on th
territory of the Republic of Azerbaijan without tl@izenship andoreign legal
persons who have committed crime (action or inaction) atfitborder of the

Republic of Azerbaijan and not been sentencedHhat; shall be subject to criming

liability under the present Code.
12.2. Foreigners, persons without the citizenshigl foreign legal persons

committed a crime outside of limits of the Repubt€ Azerbaijan, shall be
instituted to criminal proceedings under the pre§ade, in cases, if the crime shall
be directed against the citizens of the RepublicArérbaijan , interests of the
Republic of Azerbaijan , and also in the casespukiied by international

agreements to which the Republic of Azerbaijana garty, if these persons we
not condemned in the foreign state.
Article 19. Subject of a crime

19.1. The person who has reached age of 16, todirnemmitting a crime shall be

subjected to the criminal liability under the Code.

19.2. The legal person shall be subject to crimiieility in cases stipulated by
this Code, for offences committed by the officfahe legal person, or the natural
person acting as its body or operating individudity its benefits or interests, as

well as his/her participation, aiding and abettimgcommitting such an offence.

19.3. The official of the legal person, mentionedhie Article 19.2 of the present
Code, is the natural person having authority onressenting the legal person under

the regulations, statutes and other documents pétitotion, making decisions d
its behalf or conducting internal supervision.

19.4. The legal person shall be subject to crimilability for offences due to

lacking management and supervision conducted byoffieial of legal person
committed on his interest by the employer of tgallperson.

19.5. The institution of a criminal liability in spect of a legal person doesn't
exclude the criminal liability of a natural personho was the perpetrator, aider or
abettor of that offence. Impossibility of conviatiof a natural person, who has

committed a crime on the grounds stipulated by Gloele, doesn’t exclude t
criminal liability of a legal person.

19.6. Legal persons shall be subject to criminability for offences stipulated in
Articles 144-1, 144-2, 193-1, 194, 202-2, 203-14,2214-1, 247, 248, 249, 250,

251, 252, 253, 254, 255, 256.1, 256.2, 257, 255%8,2, 259, 260.2, 261, 312, 31
1.2-ci, 316-2 of this Code.
Article 42. Types of punishments
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42.2. Followings are the types of punishments ktipd for legal persons:
42.2.1. fine;

42.2.2. deprivation of the legal person’s righietagage in the certain activity;
42.2.3. termination of a legal person;

Article 44. Fine

44.1. The fine is a monetary payment appointeddaytcin certain circumstance
and amounts, provided by the present Code.

44.3. The fine relating to legal entity is appotheg a rate up to 500000 manats,
view of graveness of the crime and a financial prmperty condition of the legd
person. The fine appointed to the legal person oamxceed the half amount
property of legal person.

44.3. The fine as an auxiliary punishment can bgoayped by courts only in th
cases provided by appropriate articles of the Sgqmrt of the present Code.
44.4. The person, who deliberately elude from paynoé the fine, fine can b
replaced with other punishments stipulated in tme article.
Article 46-1. Deprivation of the legal person’shigo engage in the certain activit
46-1.1. Deprivation of the legal person’s right émgage in the certain activit
includes the restriction of concluding certain actssuing of stocks and oth
securities, getting subsidies, allowances or ofévileges from the state or beir]
engaged in other type of activity.
46-1.1. Deprivation of the legal person’s right émgage in the certain activit

person was subject to criminal liability for.
and as additional punishment type for the perioftai one to three years.

46-1.3. Taking into account the public danger cliéea and level of committe
crime, if the court decides that the remaining toé right of getting engaged

stipulated in the Special Part of this Code.
Article 57-1. Termination of legal person
57-1.1. Termination of legal person punishment tyipethe elimination of legg

passing its rights and obligations to other persons
person had been established for the commitmentcafree, which was deliberate

committed by it or the legal person deliberatelfyinged its purposes envisaged
the statute.

termination of legal persam»

includes the restriction of its activity connecteith public offence, which the leggal

46-1.2. Deprivation of the legal person’s rightedngage in the certain activity shall
be determined as general punishment type for thegef from one to five years,

certain activity is impossible, legal person shhi subject to the penalty of
deprivation of the legal person’s right to engagethe certain activity in cases npt

person’s existence and activity for commitment ofime by legal person, without

57-1.2. Termination of legal person shall be imgated in cases when the legal

57-1.3. State (municipality) institutions or stéteunicipality) owned legal persons,
political parties and trade unions are not subjdot the punishment type of
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Recommendation of The practice to allow the intentional element @& thoney laundering offence to pe

the  MONEYVAL
Report

would benefit from being reflected in the legigiati

Measures reporte

2009 to implemen
the
Recommendation o
the report

money laundering may be allowed to be inferred friawtual circumstances b

inferred from factual circumstances is untestegractice. The intentional element
With the ratification of the Palermo Conventiontioaal legislation has accepted
as of 7 Decembe that the criminal intent, knowledge or purpose barinferred from objective factual
circumstances. Nevertheless, in practice the iitieal element of the offence of

virtue of article 124 of the Code of Criminal Prdoee of the Republic of

y
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Azerbaijan. Therefore it shall be relied upon bditiect and circumstantial evidence



to prove their case in any criminal prosecutionoWtedge or intent may be provg
by direct evidence or may be inferred from the mumding circumstances, and frg
objective factual circumstances, such as time dackepof the crime and motive
the perpetrator. In accordance with article 124hef Code of Criminal Procedu
reliable evidence (information, documents, othemi) obtained by the court or t
parties to criminal proceedings shall be consider®grosecution evidence. Su
evidence shall be obtained in accordance with #wirements of the Code
Criminal Procedure, and shall be produced in otdeshow whether or not the a
was a criminal one, whether or not the act comuhitentains the features
offence and other circumstances essential to detemgnthe charge correctly.
there is no doubt as to the accuracy and sourtieeoinformation, documents ar
other items and as to the circumstances in whieli there obtained, they may
accepted as reliable evidence.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.
In addition, due to Article 223 of the Criminal ealural Code, the grounds fi
preferring charges shall be the totality of thenifacie evidence that the pers
concerned has committed an offence. Where themerédevant evidence, to pref
charges against the person concerned the investigjadll give a reasoned decisi
where the place and time of the offence, the metmatiresult of its commissio
the degree of guilt, the motive for committing tbfence and the nature of tf
charge with substantiating evidence shall be stated

In accordance with Article 139 of the Criminal Pedare Coded during proseculti
the following may be determined only on the badiseddence: the facts an
circumstances of the criminal act; the link of thespect or accused person with
criminal act; the criminal elements of the artiptevided for in the Criminal Codg
the guilt of the person in committing the act pd®d for in criminal law. On th
base of these evidences, investigative bodies dHdelcriminal case to the cou
with indictment.

Pursuant to Article 289.3 of the Criminal ProcedQade, the place, time, mear
motives, results, evidence proving the guilt of #erused and other importg
particulars of the offence shall be stated in thg pf the indictment setting out tf
facts and reasons.

Pursuant to Article 353.2.1 of the Criminal ProaedCode, the statement of t
facts and reasons in a judgment convicting thesemtghall include the descriptig
of the criminal act considered by the court to baven, stating the place, time al
method of commission of the offence, the naturthefcharge, the motives and t
results of the offence committed.

Furthermore, the adequacy of property with incomreminal background of th
condemned person should be taken into consideratioring the crimina
proceeding.
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Recommendation o

fNo investigations, indictments or court decisioffi$iere needs to be a fir
prosecution policy and creation of jurisprudencertigularly on the evidentiary
requirements. This should be accompanied by trgidnd awareness-raising i
respect of police officers, prosecutors and judgesticularly on how mone
laundering investigations and prosecutions havenlsecessfully achieved in oth
European jurisdictions.

the  MONEYVAL
Report
Measures reporte

as of 7 Decembe
2009 to implemen
the

Recommendation 0o

0 Evidentiary requirements of criminal prosecutioe an indispensable element
Iall trainings, including the training covering mgrlaundering. Traditionally actin

takes the complex approach while coordinating amanging the trainings. Sug

fapproach aims to put together all the constituéements of handling a criming
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as the coordinator of the law enforcement activitg General Prosecutor’'s Offi¢
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the report

offence, gathering the law enforcement agents elthrgith criminal intelligence
and detection activities, investigators chargechlite pre-trial investigation of
criminal case, prosecutors supervising the intefige activity and pre-tria
investigation, as well as prosecutors appearirgpint along with the judges tryin
the case.
The superior prosecutors and judges of the Coulippleal, usually involved as the
trainers (lecturers) usually provide their expertisn the requirements of the
evidence in a criminal case, e.g. which evidened stand in court and which will
not. The experts from the United States have haehied in the trainings arranged
for the Azerbaijani law enforcement agents, proggsuand judges on a more
frequent basis. However, the Twinning project vifte Anticorruption Department
envisages the channelling of the European expettis¢he investigators and
prosecutors of this Department, which is seen asrtain investigation authority of
the ML offences.

)

«

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

During the period of 2009-2011, 9 criminal casegewmstituted on money
laundering offence (Article 193—1 of the Criminade):

v~ 2 of them resulted with the conviction sentencegshef court, where 4
persons in total were subject to deprivation oéfifp and proceeds in amount
EUR 239.000 were confiscated. Predicates for Mierafe were: i) Fraud (Article
178), ii) Embezzlement (Article 179), iii) Evasidtom payment of taxes (Article
213), iv) Passive bribery (Article 311) and v) Femg(Article 313);

v~ 2 of abovementioned cases are under the courtquiise at the moment
(Articles 179, 308, 313). There are 2 persons figuin these cases and proceeds i
amount of about EUR 726.000 are under the seizure;

v" 5 of the cases are under the investigation by thsi-@orruption
Department under the Prosecutor General. Theré arersons figuring in thege
cases.

(Other) changes
since the last
evaluation

Extract from the Code of Administrative Infringenten

Article 348—3. Violation of the legislation on theprevention of the legalization
of criminally obtained funds or other property and the financing of terrorism
348-3.0. Violation of the legislation on the prevention tfe legalization of
criminally obtained funds or other property and fihancing of terrorism, that is:
348-3.0.1non—observance of the requirements to identify\aiy the customer,
beneficial owner or authorized representative,cod@acument the information by
the monitoring entities and other persons involveshonitoring;
348-3.0.2.non—compliance by the monitoring entities and ofersons involved
in monitoring with the requirements to preserve idhentification documents and
documents on the transactions with the funds argihoperty;

348-3.0.3failure to apply or incomplete applying of theamtal control system b
the monitoring entities and other persons involirednonitoring, which are legal
persons;
348-3.0.4 failure to carry out in time or incomplete exeoutiby the monitoring
entities and other persons involved in monitorifdhe written instructions of th
Financial Monitoring Organ or supervision authestigiven in order and cases
stipulated by the Law;

348-3.0.5.violation of the requirements of the non-executidra transaction oy
submission the information stipulated by the Law,tlee monitoring entities and
other persons involved in monitoring—
entails imposition on official persons of fine ataie from 800 manats up to 1,500
manats, on legal persons of fine at a rate frori@rBanats up to 15,000 manats.
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(Other) changes
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since the first
progress report
(e.g. draft laws,
draft regulations or
draft “other

enforceable means”
and other relevant

initiatives

Recommendation 3 (Confiscation and provisional meases)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Legislation should clearly state that “property” wers both direct and indirect
proceeds of crime.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

The definition of “criminally obtained funds or @hproperty” is stipulated in th
AML/CFT Law as follows:

Article 1.0.1. criminally obtained funds or other poperty — funds of every kindj,
property, whether movable or immovable, corporealincorporeal, tangible or
intangible, legal documents evidencing the titlestich property, obtained directly
or indirectly through the commission of an offeqmevided by the Criminal Cod
of the Republic of Azerbaijan.

Criminal legislation does not provide for divisi@f proceeds into direct and
indirect. The analysis shows that the criminal leamfiscation covers only direc
proceeds of crime. But in practice, the criminahwviotion of a person gives way to
application of civil proceedings aimed at sequéisinaof illegal indirect proceeds
of a crime.

D

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Taking into account the MONEYVAL recommendation reand desk-based revie
in 2010, the draft Law “On amendments to Criminad€ of the Republic 9
Azerbaijan” was developed in order to introducephavisions on confiscation. Th
draft Law has been already submitted to the Paérnfor hearing and adoptio
Pursuant to the draft Law, the confiscation will teanoved as a sanction fro
Criminal Code and make applicable to all crimethéfre is proceeds of crime we
generated. The confiscation will extend to all dirand indirect funds and oth
properties, instrumentalities used in, instrumétidal intended for use in, t
property that is derived directly or indirectly fnoproceeds of crime, includin
income, profits or other benefits from the proceefisrime, all kind of propertie
directed to terrorism as well as intermingled prtips.

The relevant extracts from the draft Law which eages confiscation provisions
indicated below (amendments are highlighted):

Article 99-1. Special confiscation

99-1.1. Special confiscation is the mandatory andnarepayable withdrawal o
following property by the state on the basis of codecision:

99-1.1.1. item involved in crime, instrumentalitiessed in and instrumentalities
intended for use in commitment of crime by legal oatural person subject tq
criminal liability (except property which shall beeturned to its );
99-1.1.2. property obtained by criminal activity duproceeds of crime committed
by legal or natural person subject to criminal lidly (except property which shall
be returned to its );

99-1.1.3. other property or part of it, which wasllfy or partially transferred by
means of concluding civil-law acts;

99-1.1.4. intermingled property fully or partiallynixed with proceeds of crime,
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not exceeding the value of mixed legal property;
99-1.1.5. property intended or used for financin§terrorism, illegal armed units
or groups or criminal organizations.
99-1.2. Funds or property envisaged in the Articd®-1.1 of this Code, shall bg
confiscated regardless this property is owned ot nwned by accused person
any third person.

99-1.2. Property envisaged in the Article 99-1.1tlois Code, which was alienated
by legal or natural person subject to criminal lidlty shall be confiscated, if the
person purchased this property had been informedsbould understand that thig

property had been obtained by criminal means.
Article 99-2. Value confiscation
In cases when confiscation of property obtaineddryminal means is not possibl

since that property is used, alienated or becau$esame other reason, funds d

other property equivalent the value of that propgrdwned by subject of a crim
shall be confiscated.

Article 99-3. Reimbursement of damage caused bymeriusing confiscated

property

When considering the issue of confiscation, the sad damage to owner ¢f

property as a result of crime shall be reimbursddst, and after that the rest o
property shall be withdrawn by the state.

D =
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Recommendation of
the MONEYVAL
Report

Confiscation should be legally available in respeftall predicate offences to

money laundering (as defined in the Glossary toRA&@F Recommendations) n
only where the offences are committed in their agated forms, but also whe
they are committed in their basic forms.

ot
e

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

In the existing form, the confiscation shall be legghas a measure of punishment

only in respect of the criminal actions, which ménet description of the approprigte

section of the Criminal Code 2000. In case if tlmfiscation is not directly
prescribed by the section of the Criminal Codendty not be applied. The conce
of the confiscation is currently under review; witie dominant position being f{

introduce into the Criminal Code a legal provisiallowing application of the

confiscation measure in respect of the proceedallotrimes provided by th
Criminal Code.
In order to broad range of offences susceptibledofiscation domestically an

align provisional measures with the FATF Recommé&ada3 it is proposed to

amend sanctions of all designated categories nfesriwith confiscation (availab
for the basic and aggravating forms of the crime).

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Pursuant to the draft Law “On amendments to CriimPede of the Republic g
Azerbaijan” confiscation will be legally availahle respect of all predicate offenc

to money laundering whether the offences are cotaediin their aggravated o

basic forms.

S o=

Recommendation of
the MONEYVAL
Report

Confiscation of criminal proceeds should be mad&arty mandatory in respect of

some of the major proceeds-generating offencesdlikg and human trafficking.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Under the articles 144-1 and 234 of the Criminald€of the Republic o
Azerbaijan the confiscation of criminal proceedalshe mandatory implementg
in respect of human and drug trafficking.

d

Measures taken to

Articles 144-1 (human trafficking) and 234 (drugfficking) of the Criminal Codg
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implement the
recommendations
since the adoption
of the first progress
report

stipulate mandatory confiscation of property aarecson.

Recommendation of
the MONEYVAL
Report

In respect of certain serious proceeds-generatifignces, consideration should
given to reversing the burden of proof after cotioit for the criminal offence
when the court is considering the lawful origin mbperty in the hands of th
convicted person.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

It is expected to deal with this issue in the framek of trainings, including thg
training covering money laundering.

the report
Measures taken to| Please see information above.
implement the

recommendations
since the adoption
of the first progress
report

Recommendation of
the MONEYVAL
Report

The provision for asset sharing in corruption casésuld be extended to coy
confiscation in all cases.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

To this matter it is proposed to amend the “RulieAllmcating Part of Confiscate
Property to the Improvement of Material-Technicalaimenance of Law
Enforcement and Other Agencies” endorsed by thed2eof the President of th
Republic of Azerbaijan dated 16th October 2006.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The chapter 33 of the Criminal Code dealing with torruption crimes provide
for mandatory confiscation of property as a samctio

Recommendation of
the MONEYVAL
Report

There should be clear power to confiscate laundgmegerty in a stand alone M
offence.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

ML is covered by the separate article of the Crahidode and therefore may sta
as the sole basis for criminal indictment and caaiion. Under the article 193-1
the Criminal Code -confiscation of criminal proceedball be mandator
implemented in relation to the legalization of mprgroceeds or other proper,
obtained through criminal acts.

Article 193-1. Legalization of criminally obtainedfunds or other property
193-1.1.Legalization of criminally obtained funds or otlmoperty, that is giving
legal status to such funds or other property knguirat they have been acquired
criminal way, as well as accomplishment of finahtiansactions or other deals
using the funds or other property for the purpasfesoncealing of the real sourc
of their acquisition—

shall be punished by a fine at a rate from 2008o0up000 manats or imprisonme|
from two up to five yearsvith confiscation of property with deprivation of the
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three years or without it.

193-1.2. The same acts, committed:

193-2.1. by group of persons in a preliminary cinasy;

193-1.2.2. repeatedly;

193-1.2.3. by a person using his/her official poait—

shall be punished by imprisonment from five years to eight yearswith
confiscation of property, with deprivation of the right to engage in cant
activities and to hold certain post up to threergea without it.

193-1.3. The acts provided for by articles 193-brl 193-1.2 of this Code
committed:

193-1.3.1. by organized group or criminal commuidtyminal organization);
193-1.3.2. in large amount—

shall be punished by imprisonment from seven upvedve yearsvith confiscation
of property with deprivation of the right to hold the certgiost or to engage in th
certain activity for the term up to three yearsvithout it.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Taking into account the MONEYVAL recommendation raand desk-based revie
in 2010, the draft Law “On amendments to some lative acts of the Republic g
Azerbaijan in the field of prevention of the legaliion of criminally obtained fund
or other property and financing of terrorism” waawin up in consultation with th
IMF. The draft Law among others creates effectikeeZing mechanism withi
Recommendation 3 (please see Annexes). Discussgasding this draft Law ar
still ongoing and to finalize this process Azeraaij authorities wait for thg
approval of revised FATF Recommendations early ear in order to cover ne
tendencies and standards.
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Recommendation 6 (Politically exposed persons)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

With regard to PEPs, measures should be put inepltwat require financia
institutions to:
(a) determine if the client or the potential clieist - according to the FAT]I
definition — a PEP;

(b) obtain senior management approval for estabtigha business relation with
PEP;

(c) conduct higher CDD and enhanced ongoing dugetice on the source of the
funds deposited/invested or transferred through fihancial institutions by the

PEP.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

The AML/CFT Law in the article 1.0.14. provides fibre definition of politically

exposed persons (as defined in the Glossary toFfREF Recommendations):
“politically exposed persons of foreign country- individuals who are or hay
been entrusted with prominent public functions for@ign country (Heads of State

or of government, senior politicians, senior goweent, judicial or military
officials, senior executives of state owned corpors, important political party
officials), as well as their family members or @dasssociates.
In accordance with the article 7.2.3 of the AML/CE&aw any transactions fron
bank accounts of politically exposed persons ofifpr country shall be subject
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monitoring regardless of their amount, that is mgkiSTR to the Financig
Monitoring Service.

(Other) changes
since the last
evaluation

For the overall implementation of this Recommeratatby the Draft Law it is
proposed to amend AML/CFT Law as follows:

Article 9-1. Palitically exposed persons of foreignountries

9-1.1. Monitoring entities are required, in addition torfoeming the CDD
measures required under article 9 of this Law, ub ip place appropriate ris
management systems to determine whether a poteng&mer, a customer or t
beneficial owner is a politically exposed persom dbreign country.

9-1.2. Monitoring entities are required to obtain semasnagement approval f
establishing business relationships with a polifjcaxposed person of a foreig
country.

9-1.3.Where a customer has been accepted and the cusiolmeneficial owner is

subsequently found to be, or subsequently becomettially exposed person of
foreign country, monitoring entities should be riegd to obtain senior manageme
written approval to continue the business relatigms

9-1.4.Monitoring entities are required to take reasomabkasures to establish t
source of wealth and the source of funds of custenamd beneficial owner
identified as politically exposed person of fore@untries.

Securities sector

According to the article 2.2.10 of the “Regulatioba measures taken by capi
market intermediaries for the suppression of molaeydering and financing @
terrorism in capital market” transactions carried loy political parties, their leade
and representatives may provide reasonable grarrgligpicion and they should
subject to ongoing due diligence and reported ¢d36S.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The Law of the Republic of Azerbaijan, #973-IlIQr& amendments to individu
legislative acts of the Republic of Azerbaijan tohance the prevention of th
legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism» (adopted by the Parliament of the RapudflAzerbaijan March 5, 2010
has introduced relevant amendments on PEPs toNig@FT Law as well.

The Article 9—1 (Politically exposed persons ofefign countries) was enacted
the version given during the adoption of the fingigress report.

In addition, for the implementation of essentialtatia 6.4, Regulation “Or

Establishment of Internal Control Systems” requiremitoring entities to condu¢

enhanced ongoing monitoring where they are in @nbas relationship with PEF
ltem 7.3 of the Regulation determines the availgbibf checking information
obtained through open sources or special electaatibases such as World Che|
Factiva. In order to determine whether a potertisdtomer is a PEP of a foreig
state, reporting entity shall require a potentigdtomer to fill out Annex 1 of th
said Regulation.
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(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives
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Recommendation 7 (Correspondent banking)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

In relation to cross-border correspondent bankingida services, financial

institutions should be required to:

(a) obtain further information on the reputationtbe respondent counterparts frg
publicly available information;

(b) assess the adequacy of the existing AML/CFTralsrin a respondent bank;
(c) document the respective AML/CFT responsibdliGéeach institution;

(d) obtain guarantees that counterpart organizasioapply the normal CDI
measures to all customers that have client accessthe accounts of th
correspondent institutions and that it is able tooyde relevant customg
identification data on request.

m

=

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

According to the amended Central Bank Regulation t&Pening, maintenance a
closing of accounts in banks”, correspondent acoane opened for local an
foreign banks to conduct these banks’ and theitoousrs’ banking transaction
AML/CFT measures implemented based on this Reguiati relation to openin
correspondent accounts of foreign banks shall Iieapin the same way wheg
opening correspondent accounts of local banks.
Based on item 6.4 foreign banks are required ton#tulinter alia, the following
documents for opening correspondent accounts ir@t(Manat) and foreig
currency:
6.4. Foreign banks shall be required to submit fiiiowing information and
documents for opening correspondent accounts fo@igrency:

e application;

» copy of the statute or any other document certifytime legal status of th
bank, as well as copy of the document on permisiipanking activities issue

by the authority of the state where the bank wagsstered (a copy legalized in the

order specified by legislation and notarized traish into Azerbaijani language);

e annual report or statement on the audit resultthfotast financial year;

» Dbalance for the last month;

» sample signatures of authorized persons or sangiatares of those wh
have the right of disposal over the account arbgnly legalized scheme of th
stamp;

» special permission issued by authorized body (eknbank or othe
authorized body) of the state of registration (lzgal in the order specified b
legislation and copy of notarized translation iAterbaijani language);

» sufficient information about a respondent foreigmlb to understand full
the nature of the respondent’s business and tandiete from publicly available
information the reputation of the institution andet quality of supervision
including whether it has been subject to a monapdaring or terrorist financin
investigation or regulatory action;

* information on non-establishment of business rmetedhips or nont

execution of any transactions through a shell lignthe respondent foreign bank|
Mentioned information and documents shall be suiechiby the foreign bank, g
well as can be acquired from reliable sources (Eleltiternet, official publishing
by the local bank.

The adequacy of the AML/CFT supervision measurgsieghto the foreign bank
abroad shall also be assessed by the local banks.

Where a correspondent relationship involves thenteaance of “payable-throug
accounts”, banks shall be satisfied that:
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» respondent foreign bank has performed all the nb@iD obligations on

those of its customers that have direct accesket@t¢counts of the correspondent

bank;

» respondent foreign bank is able to provide theasust identification data

specified in the Regulation upon request to theesmondent financial institution.
A written analytical report on the AML/CFT measurieken for opening of

correspondent bank account by a foreign bank Sleatirawn up on the basis of the
submitted documents and acquired information. Téwont is submitted to the
5

senior official (the member of the Board of Dirgsjoof the bank, which i
authorized to document an appropriate account.

Before establishing new correspondent relationshgpproval
management shall be obtained. The agreement ofoitign correspondent ban
account shall come into force only after the sigratof the senior official (th
member of the Board of Directors) bank. By the agrent on the correspondeg

account of a foreign bank the respective AML/CFBpansibilities of each

institution shall be documented (item 7-1.1).
Bank shall refuse to conclude the bank accounteageat in the cases, inter al
when:

» there are reasonable grounds to suspect that toeitcwill be used for th
purposes of money laundering or financing of teésrar

» it is determined that the AML/CFT internal regutaits of the foreign bank
customer due diligence measures concerning those usk the corresponde
(payable-through) accounts, the identification @héficial owners and/or th
implementation of the internal control system amadiequate or when it
determined that the business relationships esheulisor transactions execut
through the account by virtue of a shell bank.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.
In addition, the Regulation «On requirements taaldighment of the interng
control system by monitoring entities and otherspas involved in monitoring
which are legal persons for preventing the legbmpeof criminally obtained fund
or other property and the financing of terrorismasvapproved by the Ministry ¢
Justice and Financial Monitoring Service in Septen#®10.
According to the regulation, local banks shall gmathanced due diligence condi
transactions envisaged as it is prescribed by tNL/&FT Law in relation to
transactions conducted through correspondent atxoiith foreign banks.
When opening a correspondent account with a forbagrk, the foreign bank shg
be required to fill in the self-evaluation surveple. A compliance officer of th
local bank shall evaluate the self-evaluation syaed submit a written report @
results to a senior manager of the bank (to the lmeerof the Board of Directors
Establishing of new correspondent relationshipldieabased on the approval of {
senior level management of the monitoring subject.

from senior
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changes
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draft “other
enforceable means”
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Recommendation 8 (New technologies and non facefimee business)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

Financial institutions should be required to haveligies in place to prevent th
misuse of technological developments for AML/CFpases, and to have policies
in place to address specific risks associated with face to face transactions.

D

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

For the overall implementation of this Recommeratatby the Draft Law it ig
proposed to amend AML/CFT Law as follows:
Article 12—1. Non-face to face business relationgds and transactions

12-1.1.Monitoring entities are required to take such mess as may be needed
prevent the misuse of technological developmentiremes of the legalization
criminally obtained funds or other property andfihancing of terrorism.

12-1.2.Monitoring entities are required to have policiesl procedures in place
address any specific risks associated with nont#iadace business relationships

transactions. These policies and procedures spply avhen establishing customgr

to
of

to
or

relationships and when conducting ongoing due elilig.
12-1.3.Measures for managing the risks mentioned in ttiel@12-1.2 of this Law
shall include specific and effective CDD procedutest apply to non-face to fag
customers.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The Law of the Republic of Azerbaijan, #973-1IIQQr& amendments to individua
legislative acts of the Republic of Azerbaijan toshance the prevention of the
legalization of criminally obtained funds or othgroperty and the financing of
terrorism» (adopted by the Parliament of the RepuflAzerbaijan March 5, 2010)
has introduced a new Article 12-1 to the AML/CFTwLeelating to non-face to fage
business.
The Article was enacted in the version given durthg adoption of the first
progress report.
Based on Items 7.14 and 7.15 of the Regulation E3tablishment of Internal
Control Systems”, monitoring entity is required have rules and procedures
place to address any specific risks of money laingeand terrorism financing
when establishing or conducting non-face to facesifmss relationships ¢
transactions. Moreover, each reporting entity sinafilement aforementioned rules
and procedures when establishing non-face to facginkss relationships or
conducting identification and verification of thoseistomers by following th
below mentioned measures:

- to conduct verification measures to make sure abwaitveracity of the
identity of the customer with whom the businesatiehship is established,;

- to conduct verification measures to make sure ablmeitveracity of the
actual address that the customer with whom thenbasirelationship is established
resides.
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(Other)
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changes
the first
progress report
(e.g. draft laws,
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Recommendation 11 (Unusual transactions)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

The essential criteria in FATF Recommendation Idukhbe implemented by lay
regulation or other enforceable means, as:

(a) the financial institutions are not specificaligquired to pay special attention
all complex, unusual large transactions, or unuspatterns of transactions, thg
have no apparent or visible economic or lawful me;

(b) there is no obligation for the financial institons to document the obtaing
information in writing and keep it available forlewant authorities and auditors.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

For the overall implementation of this Recommeratatby the Draft Law it ig
proposed to amend AML/CFT Law as follows:

Article 9—2. Unusual transactions

9-2.1. Monitoring entities are required to pay specidkmtion to all complex
unusual large transactions, or unusual pattertrao$actions, that have no appar,
or visible economic or lawful purpose.

9-2.2.Monitoring entities are required to examine asafapossible the backgrou
and purpose of the transactions stipulated in ttiele9-2.1 of this Law, and to s
forth their findings in writing.

Securities sector

According to the article 2.2 of the “Regulationsrorasures taken by capital mar
intermediaries for the suppression of money laundeaind financing of terroris
in capital market” financial intermediaries shouldrry ongoing customer du
diligence and notify SCS when they have a suspi@bmmoney laundering o
terrorist financing. The following cases may pravideasonable grounds f
suspicion:

one or both of the counterparties reside in thenttguthat does not satisf
the international standards on AML/CFT;

transactions that have no apparent or visible eoanor lawful purpose;
when there is a suspicion that transactions amedain several operation
in order to escape the supervision mechanisms;

customer identification is not possible or the tiferation data do no
include reliable information;

attorneys;

transactions are carried in different prices thenrarket prices;
transactions carried in large volumes on regularsbiay power of attorney
for certain person;

transactions by NPOs, religious organizations &ed tepresentatives;
transactions by bearer shares;

transactions by people, their relatives and remtatges that werg
previously involved in money laundering and tesbfinancing.

transactions are carried out by politically expogedsons or by official
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The Law of the Republic of Azerbaijan, #973-IlIQQr amendments to individu
legislative acts of the Republic of Azerbaijan tothance the prevention of th
legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism» (adopted by the Parliament of the RepuflAzerbaijan March 5, 2010
has introduced a new article to the AML/CFT Lavatiglg to unusual transaction.
Article 9—2. Unusual transactions

Monitoring entities are required to pay speciaemion to all complex, unusu
large transactions, or unusual patterns of traiwsagt that have no apparent
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visible economic or lawful purpose. Monitoring eiets are required to examine
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far as possible the background and purpose of rHresactions stipulated in th
article 9-2.1 of this Law, and to set forth theirdings in writing.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives

Recommendation 12 (DNFBP)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

Azerbaijan should fully implement Recommendation8,6L0 and 11 and mak
these measures applicable to DNFBP.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

In accordance with the article 5.1, the requiremeot the AML/CFT Law
concerning the documenting, filing, archiving ofdrmation shall apply to DNFBI

(notaries, lawyers, auditors, other persons pragidiegal services) when they

prepare for or carry out transactions for theirtoomers with respect to th
following activities:

buying and selling of real estate;

managing of customer funds, securities or othepgnty;
managing of customer bank and securities accounts;

legal persons, organization of contributions fore ticreation, operation ¢
management of legal persons.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Please see the updated information to Recommendaiid3, 10 and 11.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 14 (Protection and no tipping-off)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

The legislation should address the specific quastiaf disclosing the fact that g
STR or related information is being reported to thkJ and provide for the
protection from criminal or civil liability for fiancial institutions, their directors
officers and employees where they report suspidiamsactions in good faith.

Measures

reporte

FATF recommendation 14 is implemented in the atiel of the AML/CFT Law:

84
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as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Article 14. Exemption from liability for reporting of the transaction which is
subject to monitoring

Where the monitoring entities and other personsolimd in monitoring, itg
personnel, as well as the personnel of the supemviauthorities submit th
information on the transaction which is subjectrtonitoring to the FMO in orde
as defined by this Law, they shall be exempt fromg Eability for breach of any
restriction on disclosure of the bank or other liggarotected secrecy, as well
causing the material and moral damage emergedrasudt of the disclosure of
information.

1]

=

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The Law of the Republic of Azerbaijan, #973-IlI@Qrk amendments to individual
legislative acts of the Republic of Azerbaijan tohance the prevention of the
legalization of criminally obtained funds or othgroperty and the financing of
terrorism» (adopted by the Parliament of the RepuflAzerbaijan March 5, 201Q)
has introduced a minor change to Article 14 of AML/CFT Law by adding the
words “good faith” into it, which improved the piigion.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives

Recommendation 15 (Internal controls, compliance athaudit)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

The Azerbaijani authorities should consider inchglin law, regulation or othey
enforceable means a requirement for financial togtins to develop programmes
against money laundering and financing of terrorism

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

In accordance with the AML/CFT Law (article 12) tmenitoring entities and other
persons involved in monitoring, which are legal spms, shall establish and
maintain internal control system against the legdibon of criminally obtained
funds or other property and the financing of tesror
This system shall include, inter alia, the follogsn

» to establish the internal rules and proceduresnagdhe legalization of
criminally obtained funds or other property and fihancing of terrorism;

» to establish the centralized internal archive, Whsball make possible to
identify and verify the customers, the personsngctin behalf of customers, the
beneficial owners and the transactions;

» to prepare the rules on the documentation and thdidentiality of
information;

» to ensure that employees are kept informed of neweldpments, includin
information on current techniques, methods anddsenf the legalization o
criminally obtained funds or other property and fihancing of terrorism;

» to define the criteria for detecting the transadido be monitored taking
into account features of the activity of the morniitg entities and other persons
involved in monitoring;

» to establish measures aimed at resolution of pnmbleaused by th
suspension of a transaction;
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to establish the internal audit mechanism to teminptiance of the

application by monitoring entities and other pesoolved in monitoring of the

rules as stipulated by this Law;

to appoint in the monitoring entities and other spas involved in
monitoring, which are legal persons of a persothat level of management
heads of structural units, who shall be responsifile controlling the
implementation of internal rules and procedures tba activity against th

legalization of criminally obtained funds or othgroperty and the financing o

terrorism, for carrying out the exchange of infotima with the FMO, as well a

for preparing and submitting reports on the tratisas, which are subject to

monitoring;
to put in place screening procedures to ensure $tghdards when hirin

employees depending on features of the activityvels as the other mechanisms
and rules for detecting and preventing any traisast the nature of which is

suspicious, and submission of the necessary infismé the FMO in accordang
with article 11 of this Law.
The internal control system shall be developeccroedance with the requiremen
of the Financial Monitoring Service.

Securities sector

According to the article 2.5.1 of the “Regulatiods measures taken by capi
market intermediaries for the suppression of molaeydering and financing @

1%}
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terrorism in capital market” financial intermedisiin the securities sector shall

develop internal procedures and supervision progrganst money laundering a
terrorist financing.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.
In addition, the Regulation “On Establishment ofelmal Control Systems” wg
enacted on September 30, 2010. All reporting estitinder the AML/CFT Law ar
obliged to implement internal control system ainatdombating money launderir
and financing terrorism.

Recommendation of
the MONEYVAL
Report

A requirement for financial institutions to desigpaat least an AML/CFT

compliance officer at the management level musttbeduced in the legislation.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Based on article 12.1.8 of the AML/CFT Law, withime framework of internal

control system the monitoring entities and otherspes involved in monitoring

which are legal persons, shall appoint a persorhatlevel of management

(including the management of structural units) wiiibbe responsible for:
controlling the implementation of internal rulesdaprocedures on th
activity against the legalization of criminally alrted funds or other property a
the financing of terrorism;

for carrying out the exchange of information witte t~Financial Monitoring
Service, as well as for preparing and submittiqgopres on the transactions, whi
are subject to monitoring.

A person defined in the article 12.1.8 of the AME/CLaw shall report only to th
senior management of the monitoring entities antertpersons involved i
monitoring, which are legal persons.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.
In addition, Item 4.4 of the Regulation “On Estahinent of Internal Contrd
Systems” has introduced the designation of the ABHT compliance officer at th
management level.

Moreover, the Regulation “On Qualifications and Espnce of Complianc
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Officers Responsible for the Establishment of Imér Control Systems @
Monitoring Entities and Other Persons Involved irooring, which are legal
persons” was enacted on July 6, 2010.

Recommendation of
the MONEYVAL
Report

Provision concerning timely access of the AML/Clempliance officer and other
appropriate staff to CDD and other relevant infortioa has to be introduced.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Access of the AML/CFT compliance officer to CDD awither relevant information
is implied by the article 12.1.8 of the AML/CFT Lageompliance officer ig
responsible for carrying out the exchange of infation with the Financial
Monitoring Service, as well as for preparing andorsiiting reports on th
transactions, which are subject to monitoring).

the report
Measures taken to| Provisions concerning timely access of the AML/Gfépliance officer and other
implement the | appropriate staff to CDD and other relevant infaiora were established

[

recommendations
since the adoption
of the first progress
report

Yy

Regulation “On Establishment of Internal Controls®&yns”. In accordance with
Item 13.7 of the Regulation, @mpliance officer and the other appropriate svéfthe
reporting entity shall have timely access to cugtomdentification data and other CDD
information, transaction records, and other relevaformation pursuant to the AML/CFT

Law.

Recommendation of
the MONEYVAL
Report

Financial institutions should be required to inckuthe necessity for internal audit
to test compliance with the internal procedures poticies for AML/CFT.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Based on article 12.1.7 of the AML/CFT Law, withime framework of internal
control system the monitoring entities and otherspes involved in monitoring,
which are legal persons, shall establish the ialeaudit mechanism to test
compliance of the application of the AML/CFT Law Inyonitoring entities and
other persons involved in monitoring.
Securities sector

According to the article 2.5.3 of the “Regulatiods measures taken by capital
market intermediaries for the suppression of molaeydering and financing of
terrorism in capital market” financial intermedisiin the securities sector shall
carry out internal audit on regular basis.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.
ltem 15 of the Regulation “On Establishment of tng Control Systems|
stipulates an obligation to the reporting entit@énclude internal audit mechanism
as an element of AML/CFT Program. Moreover, therimal audit mechanism at the
reporting entity aims at the timely detection ofetial errors and deficiencies |n
the application of the regulations required by tABIL/CFT Law and their
prevention, as well as the reduction of the assetiasks to minimum. Reporting
entity’'s management carries the responsibilitydonducting regular internal audit
to test the effectiveness of the application ofrdgulations required by the Law.

Recommendation of
the MONEYVAL
Report

A requirement for financial institutions to put place screening procedures o
ensure high standards when hiring staff needs taduwressed by the Azerbaijani
legislation.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

In accordance with the article 12.1.9 of the AMLACEaw, within the framework
of internal control system the monitoring entitiésd other persons involved |
monitoring, which are legal persons, shall put lacp screening procedures
ensure high standards when hiring employees depgmdi features of the activity,
as well as the other mechanisms and rules for tilegje@and preventing any
transactions, the nature of which is suspiciousl smbmission of the necessary
information to the Financial Monitoring Service.
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Securities sector

According to the article 2.5.3 of the “RegulatioBs measures taken by capi
market intermediaries for the suppression of molaeydering and financing @
terrorism in capital market” financial intermedi&siin the securities sector sh
have high screening standards when hiring staffi;e®ccording to the Decree 11
of the Cabinet of the Ministers of the Republic A¥erbaijan in order to get
license at least 3 employees of the financial atstins in the securities sector sh
pass SCS certification. Automated electronic dedifon exam organized by SC
include questions on AML/CFT legislation and regolas.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

A requirement for reporting entities to put in magcreening procedures to ens
high standards when hiring staff is primarily detgred in the Article 12.1.9 of th
AML/CFT Law.
At the same time, the Regulation “On Establishn@drinternal Control Systems
requires each reporting entity to establish ruteshfring and checking mechanisn
for employees in the field of AML/CFT within theternal control system. Eagq
reporting entity shall determine the procedurestlfier hiring of staff needs on th
basis of the peculiarities of the activities, dethéor employee and existing risks
the reporting entity. Specific measures listedéml 12.3 of the Regulation for ea
reporting entity for the prevention of hiring ofrpens connected with the mon
laundering or terrorism financing are the follownsng

- checking the knowledge of employees or candidatésML/CFT;

- checking the correctness of the information suladitty the candidates
employees;

- obtaining information as to whether employees andadates have beg
sentenced for committing crime;

- obtaining references of candidates from their pmesiwork places;

- obtaining other information about the personal mfgssional qualities g
the candidates or employees.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives
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Recommendation 16 (DNFBP)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

Recommendations 14 — 15 and 21 are not addressegt iAzerbaijani legislatior
and should be implemented for DNFBP as soon ashgess

N

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

FATF recommendation 14 is implemented in the atiet of the AML/CFT Law:
Article 14. Exemption from liability for reporting of the transaction which is
subject to monitoring

Where the monitoring entities and other personsoligd in monitoring, itg
personnel, as well as the personnel of the supemviauthorities submit th
information on the transaction which is subjectrtonitoring to the FMO in orde
as defined by this Law, they shall be exempt from Bability for breach of any
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restriction on disclosure of the bank or other liggarotected secrecy, as well
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causing the material and moral damage emergedrasuét of the disclosure ¢
information.

FATF recommendation 15 is implemented in the atik2 of the AML/CFT Law
In accordance with this article, the monitoringitéeg and other persons involved
monitoring, which are legal persons, shall esthbtisd maintain internal contr

the financing of terrorism.
This system shall include, inter alia, the follogsn

» to establish the internal rules and proceduresnagdhe legalization of

criminally obtained funds or other property and fihancing of terrorism;

e to establish the centralized internal archive, Whshall make possible to
identify and verify the customers, the personsngctin behalf of customers, the

beneficial owners and the transactions;
e to prepare the rules on the documentation and tidentiality of
information;

e to ensure that employees are kept informed of neweldpments, including

information on current techniques, methods anddsenf the legalization ¢
criminally obtained funds or other property and fihancing of terrorism;

» to define the criteria for detecting the transawtido be monitored taking

into account features of the activity of the moriitg entities and other perso
involved in monitoring;

e to establish measures aimed at resolution of pnmbleaused by th
suspension of a transaction;

e to establish the internal audit mechanism to temtnptiance of the

application by monitoring entities and other pesowolved in monitoring of the

rules as stipulated by this Law;

e to appoint in the monitoring entities and other spas involved in
monitoring, which are legal persons of a persothat level of management
heads of structural units, who shall be responsifide controlling the
implementation of internal rules and procedures tba activity against th

legalization of criminally obtained funds or othgroperty and the financing of

terrorism, for carrying out the exchange of infotima with the FMO, as well a
for preparing and submitting reports on the tratisas, which are subject t
monitoring;

» to put in place screening procedures to ensure s$tigghdards when hiring
employees depending on features of the activityvels as the other mechanisms

and rules for detecting and preventing any traisast the nature of which |
suspicious, and submission of the necessary infismé the FMO in accordang
with article 11 of this Law.
The internal control system shall be developedcooedance with the requiremer
of the Financial Monitoring Service.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The updated information provided above in relatmiRecommendations 14 and
is applicable to DNFBPs.
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draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 17 (Sanctions)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

Azerbaijan should implement effective, proportienahd dissuasive sanctions |to
deal with natural or legal persons that fail to colyn with national AML/CFT|

requirements.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

The Recommendation of the MONEYVAL Report has beaplemented in the
Criminal Code and Code of Administrative Infringentse
Extract from the Criminal Code:

Article 316-2. Disclosure of information about themeasures to be takern
against the legalization of criminally obtained furds or other property and the
financing of terrorism

316-2.1.Except the cases prescribed by the Law, disclotheemeasures to he
taken against legalization of criminally obtainedds or other property by a person
to whom these data has been trusted or known siteer

shall be punished by the penalty at a rate frorf@ r@anats up to 3 000 manats,
with imprisonment for the term up to one year witprivation of the right to hold
the certain posts or to engage in the certain iiesvfor the term up to three years
or without it.
316-2.2.Except the cases prescribed by the Law, disclotheemeasures to he
taken against financing of terrorism by a persorwtim these data has been
trusted or known on service—

shall be punished by the penalty at a rate frorB@r@anats up to 4 000 manats,
with imprisonment for the term up to two years wdiprivation of the right to hold
the certain posts or to engage in the certain iiegvfor the term up to three years
or without it.

Extract from the Code of Administrative Infringements:

Article 348-3. Violation of the legislation on theprevention of the legalization
of criminally obtained funds or other property and the financing of terrorism
348-3.0. Violation of the legislation on the prevention dfet legalization of
criminally obtained funds or other property andfihancing of terrorism, that is:
348-3.0.1non—observance of the requirements to identify\aiy the customer,
beneficial owner or authorized representative,codécument the information by
the monitoring entities and other persons involveahonitoring;
348-3.0.2.non—compliance by the monitoring entities and ofersons involved
in monitoring with the requirements to preserve idhentification documents and
documents on the transactions with the funds arqthoperty;

348-3.0.3failure to apply or incomplete applying of the imtal control system b
the monitoring entities and other persons involirednonitoring, which are lega
persons;
348-3.0.4 failure to carry out in time or incomplete executiby the monitoring
entities and other persons involved in monitorifighe written instructions of th
Financial Monitoring Service or supervision autkies given in order and cas
stipulated by the Law;

348-3.0.5.violation of the requirements of the non—executidra transaction oy
submission the information stipulated by the Law,tle monitoring entities and

<<
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other persons involved in monitoring—

entails imposition on official persons of penaltyaarate from 800 manats up
1,500 manats, on legal persons of penalty at aft@ate 8,000 manats up to 15,0
manats.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Taking into account the MONEYVAL recommendation raand desk-based revie

Azerbaijan in the field of prevention of the legaliion of criminally obtained fund
or other property and financing of terrorism” waawin up in consultation with th
IMF.

W
in 2010, the draft Law “On amendments to some latijye acts of the Republic of
s
e

The draft Law among others envisages amendmerntet@ode of Administrative

Infringements. Pursuant to draft Law, the sanctioArticle 348-3 of the Code @

Administrative Infringements will be increased. Thatural persons (officials as
D-
1500 manats), legal entities from 35000 up to 50@@Mats (previous was 8000-

well) will be punished by fine from 3000 up to 506Ganats (previous was 80

15000).

Recommendation of
the MONEYVAL
Report

Sanctions should be available in relation not otdythe legal persons that ali
financial
management.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

As it may be concluded from the article 348-3 of tBode of Administrative
Infringements, the sanctions are available in i@lahot only to the legal persons

but also to their official persons.
Based on article 16 of the Code of Administrativérihgements, the officig

persons mean persons who carry out managemenatatatd non-governmental

organisations, institutions and enterprises, osqes who perform similar duties
view of special authority, also natural persons whdorm such duties dealing wi
business activity without establishing a legal pars

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Recommendation of
the MONEYVAL
Report

The range of sanctions available should be broadl mmportionate to the severit
of a situation. They should include the power tpase not only disciplinary, by
also financial sanctions and the power to withdra@strict or suspend the financi
institution’s license for not observing AML/CFT tegments.

institutions or businesses but also toeithdirectors and seniof

to
DO

f

n
h

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Financial sanctions for not observing AML/CFT reguaients are envisaged by t
article 348-3 of the Code of Administrative Infrergents.
Additionally, the article 6.4 of the AML/CFT Law @vides that violation of thg
requirements of this Law by the financial instituts and DNFBP operating unde
license, which are in breach of this Law, are sttbfe a sanction of revocatiq
(annulling) of the license in accordance with tegidlation of the Republic d

Azerbaijan or undertaking other measures providgdthe legislation of the

Republic of Azerbaijan.

At the same time, where the Financial Monitoringv®e within the frame of its
competence will have information on non—complian€ehe financial institutions

and DNFBP with the requirements of this Law, itlskabmit such information tg
the relevant supervision authorities for enforceintgradministrative or stipulate
by the national legislation other measures to tipessons.

Based on the Law of the Republic of Azerbaijan “Benks” Central Bank ma
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cancel banking license of the credit institutionmiénagement or current activity
not reliable with the requirements of the AML/CFaw.

Securities sector

According to the article 9.7 of the Statute, SC8 apose disciplinary sanctior
(warnings, mandatory directives) and financial sans (articles 208, 211, 215

the administative code) to the financial institutions in thecwsties sector

According to the article 5.1.2 of the Decree No.#8#he President of the Republi

of Azerbaijan dated September 2, 2000 “On Grantfgecial Permission
(Licenses) for Some Types of Activities in the Repof Azerbaijan” SCS ca
suspend the license of the financial institutioecérding to the article 5.4.3 of t
abovementioned Decree and article 9.6 of the Stathe SCS may revoke tf
license of the financial institutions in the setias sector.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

Recommendation of
the MONEYVAL
Report

The authorities should provide supervisors with qagge powers of enforceme
and sanction against the directors or senior mamaget of financial institution
for failure to comply with or properly implementgugrements to combat mon
laundering and terrorist financing.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

In concordance with the article 48.1.2 of the La®@n“Banks” Central Bank ma
temporary suspend the senior management of thet énstitution for failure to
comply with the requirements of the AML/CFT Law.

Central Bank, in cases stipulated under the Law ‘Bamks” may also appl
following sanctions against banks:

administrative fines to the bank and bank senionagament, as per Cog
of Administrative Infringements;

dismiss bank senior management from their positions
In case of application these sanction the dismissbhank senior management frg
job position shall be implemented immediately untther decision of the compete
management authority of the bank. Sanctions agdiasiks and bank seni
management are applied in case and in accordaticgrmicedures stipulated und
the Code of Administrative Infringements.

Securities sector

According to the article 8.2.10-1 of the Statut&t&Committee for Securities is t
authority for supervision of the monitoring entitieegarding their compliance

the AML/CFT procedures. According to the article®82 211, 215 of thg
Administrative Code, the SCS can impose sanctiorssdompany as a legal pers
as well as its directors and senior managemerntey o not comply with th
regulations (which includes regulations on AML/CFF)SCS

S
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Also, in accordance with Article 48 of the Law bktRepublic of Azerbaijan “O
investment funds”, the State Committee for Seasitif the Republic of Azerbaijd
is entitled to adopt normative acts in order toutate activity of investment fund
their managements and their depositors; apply marscto the investment fund
senior managers and other persons who infringdetiislation; file a claim to thg
courts for the purpose of suspending the activibeivestment funds, manage
and other funds managers.

O—n O

=
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The Regulation # 003 “On supervision over pawnshapd real estate agents
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implementation of the AML/CFT Law” was approved Kye Decision of the
Financial Monitoring Service on July 6, 2010. Ircaclance with the Regulatio
the Financial Monitoring Service has a power toegiustruction to the oblige
entity, make an agreement with the obliged entihd adlemand a letter g
commitment from the obliged entity on eliminatiof iafringements. This als
includes directors or senior management of pawrshag real estate agents.

(S & I

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives

Recommendation 18 (Shell banks)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Azerbaijan should review its laws, regulations agpbcedures and impleme
specific requirements covering the prohibition o £stablishment or the continu
operation of shell banks

Nt
ed

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

According to the Law “On Banks”, any legal persoishing to exercise bankin
activities shall acquire a bank license from theitG# Bank. In order to acquire
license the legal person must present all neceskamyments that will certify it
physical existence (with the information on an attbuilding which is fully
equipped and secured, with identifiable persontte) e

Banks shall be registered with and have a licessged by the Central Bank, a
the Central Bank must affirm that the managemenhefbank is meeting “fit an
proper” standards. The Central Bank supervisedi¢basing process for all cred

institutions and has the sole authority to grard eevoke banking licenses. If the

Central Bank determines that a bank provided falfsgmation during the licensin
process, it can revoke a bank’s operating license.

g
a

5

nd
d
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Within the term of registration, bank shall organithe corporate management

system (establish bodies in accordance with promssiof this Law, form the

organization structure, be ready for implementatidninformation-technologie

system, define the account and reporting poligieselop the internal procedures,

determine the management and minimum staffing rements), complete th
measures of technical provisions and security. Saghirements as technical a
security measures preclude any bank from beindl"sfidne banks are periodicall
supervised by the Central Bank. In case of any nimpgimnce with such

requirements Central Bank is entitled to sanctibe bank to the extent of

revocation of its license.

According to the article 10.5, among the documehtt are attached to fin
application for obtaining of banking license thehall be documents, verifying t
formation of the corporate management system of khek, including the
management bodies, acceptance of technical provésid security measures.

As it mentioned in the article 5.4 of the Law, figre natural and legal perso
(including foreign banks and bank holding companiesgistered in offshore zone
the list of which is determined by the National Bashall not be the founders

shareholders of local banks, as well to establishllsubsidiary banks, open log
branches and representations.
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It is acknowledged by the evaluators that no baokremtly authorized and
operating in Azerbaijan has a characteristic ofldbemk. On the other hand, it |s
alleged that there is “the lack of a clear proldbitto establish a shell bank.
According to the FATF Recommendations “countrie®udth not approve th
establishment or accept the continued operatichelt banks”.

With this in mind, by the Draft Law it is proposénl amend the AML/CFT Law
with article 9-3 of below content:

Article 9-3. Shell bank

9-3.1. Establishment or accept the continued operatiorst@ll banks in the
Republic of Azerbaijan is prohibited.
9-3.2. Monitoring entities shall not enter into, or cont&, correspondent banking
relationships with shell banks.
9-3.3. Monitoring entities are required to satisfy thelmss that respondemt
financial institutions in a foreign country do murmit their accounts to be used by
shell banks.
According to the amended Central Bank Regulation 8ening, maintenance and
closing of accounts in banks”, bank shall refusectmclude the bank account
agreement in the cases when it is determined beabtisiness relationships were
established or transactions were executed throogla¢count by virtue of a shell
bank.

1%

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.
In addition, pursuant to Item 2.1.5 of the Regolati«On requirements to
establishment of the internal control system by itooing entities and other
persons involved in monitoring which are legal pess for preventing the
legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism» «shell-bank» means a bank that has gsigdl presence in the country
in which it is incorporated and licensed, and whilinaffiliated with a regulate
financial services group that is subject to effecticonsolidated supervisid
(physical presence means meaningful mind and mamege located within 3
country, and the existence simply of a local agemiow level staff does ng
constitute physical presence)
Local banks shall apply enhanced due diligence wcirtdansactions envisaged as it
is prescribed by the AML/CFT Law in relation torisactions conducted through
correspondent accounts with foreign banks.

=+
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Recommendation of
the MONEYVAL
Report

Financial institutions should be prohibited from temng into or continuing
correspondent banking relationships with shell tsank

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

According to the amended Central Bank Regulation pening, maintenance and
closing of accounts in banks”, bank shall refusectmclude the bank account
agreement in the cases when it is determined beabtisiness relationships were
established or transactions were executed throogla¢count by virtue of a shell
bank.
That implies that banks in Azerbaijan are actualtghibited from entering into
correspondent banking relationships with shell kanMowadays, no bank in
Azerbaijan has correspondent banking relationshigisshell banks.

Measures taken to
implement the
recommendations

since the adoption
of the first progress

report

This issue has already been clarified in the firsgress report.
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Recommendation of
the MONEYVAL
Report

There should be an obligation placed on financititutions to satisfy themselv
that respondent financial institutions in a foreigwuntry do not permit thei
accounts to be used by shell banks.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

There are mandatory provision in the amended Ce®amk Regulation “Orj
opening, maintenance and closing of accounts inkdjanthat for opening
correspondent accounts in local bank foreign bahigdl be required to submit th

information on non-establishment of business retethips or non-execution of any

transactions through a shell bank (item 6.4.8).

the report
Measures taken to| This issue has already been clarified in the firegress report.
implement the

recommendations
since the adoption
of the first progress
report

Recommendation of
the MONEYVAL
Report

It would be helpful if the NBA then considered pdigally seeking assurances
writing from all their banks that they have no direor indirect corresponderi
relationships with shell banks.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

During the on-site inspections the matter of whethe banks have any relationsh
with shell banks is always in focus.

Additionally, with a view to implement the Recomndation of the MONEYVAL
Report Central Bank address letters to local bamka timely manner to be assu

that banks are not in direct or indirect corresgmadelationships with shell banks.

the report
Measures taken to| During the on-site inspections the matter of whethe banks have any relationsk
implement the | with shell banks is always in focus.

recommendations
since the adoption
of the first progress
report

In addition, with a view to implement the MONEYVAlecommendation Centra

Bank addresses letters to local banks on a timalyrmar to be assure that banks
not in direct or indirect correspondent relatiopshivith shell banks.

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 20 (Other DNFBP and secure transacin techniques)

Rating: Partially compliant

=
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Recommendation of

In the domestic context of Azerbaijan, the Azedmaiauthorities should considg

b

the MONEYVAL which other non-financial businesses or professimay be considered to be at risk
Report of being misused for money laundering or terrdfiisancing.
Measures reporte( In the article 4 of the AML/CFT Law besides othepgwnshops, NGOs and
as of 7 Decembe charities parts of activities of which consist eteiving, collecting, delivering ar
t2h0e09 to implemen| transferring the funds, and the lottery organizer defined as the monitoring
, entities.
REBITIETLEHEN § The requirements of the Law concerning the idesgtifon and verification of
the report . . - .
customers and beneficial owners, documenting, dfilirarchiving and the
requirement of reporting of information indicatedarticle 7 of the Law (CTR and

STR) shall apply in the same manner to them.
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The supervision over the compliance of pawnshog3OBl and charities with the

requirements of the AML/CFT Law shall be carried by the:
Financial Monitoring Service — in relation to pawogps;
Ministry of Justice — in relation to NGOs;

charities.

State Committee for the Works with Religious Asations — in relation to

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

In addition, in order to reduce reliance on casantéal Bank established larg
value payment system, retail payment system, redticard processing centre a
centralized information system of mass payments.

“State Programme on Development of National PayrSgstem in the Republic ¢
Azerbaijan” was affirmed by the Presidential Decotedbecember 9, 2004 takin
into consideration enlargement of reforms heldha field of payment systen
directing to regions, more active use of Nationayment System opportunitie
creation of digital payment area through whole ¢nymecessity of increase
natural and legal persons access to financial sEsvi

The ATM network covers all territory of the Repubtif Azerbaijan. The number of

ATMs is increased twice and reached 2056. The tutahber of pos-terminals
increased for 40 % and reached 12204. The numbeayhent cards is increas
for 10 % and reached 4460000.

Moreover, pursuant to the Ordinance of the Govemnadl social payments af

made through payment cards. The number of paynadsaovers 48 % of tota

population and 95 % of employed population of te@&blic of Azerbaijan.
Following the project with the World Bank post ¢ffs (total number of which

equal to 1540) currently provides broad-wide bapkvises particularly in the

regions of the Republic of Azerbaijan, to reduael#hvel of cash transactions and
increase using of payment cards.

In respect of not issuing very large denominatiankmotes, Central Bank on the

basis of Presidential Decree of February 07, 20@n “Denomination o
Banknotes”, determined that 100 AZN is the largkstomination banknote withi
the Republic of Azerbaijan.

=0

ed

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives

Recommendation 21 (Special attention for higher ris countries)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Recommendation 21 should be implemented by lawlatégn or other enforceabl
means.

1%}

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

the report

Based on the article 7 of the AML/CFT Law Finandiabnitoring Service will
determine the list of countries which do not oruffisiently apply internationa
standards against the legalization of criminallyagted funds or other property a
the financing of terrorism.

The relevant list shall be submitted by the Finahéilonitoring Service to thg

hd
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supervision authorities and by the supervision aitibs to financial institutions
and DNFBP. After that financial institutions and BBP shall be required to give

special attention to business relationships andsaetions with natural and leg
persons from those countries. Additionally businedationships and transactio

with natural and legal persons from the relevaninéges shall be subject to STR

regardless of their amount.

Securities sector

According to the article 2.1.2 of the “Regulatio®® measures taken by capi
market intermediaries for the suppression of molaeydering and financing @

terrorism in capital market” financial intermedisi shall carry out ongoing due

diligence on transactions amounting to more thanthdisand manats carried
their customers (counterparts) if one or both cenparties of transaction lives, ha
a registry or banking account on the territoryra state that do not comply with t
international standards on AML/CFT.

According to the “Instructions on measures agathst money laundering and

terrorist financing in the securities market”, amgnsaction with the funds or oth
property associated with the citizens of the coestfterritory) that are suspected

either legalization of criminally obtained funds other property, financing af
terrorism, support of the dangerous trends of tratisnal organized crime, armed

separatism, extremism and mercenary, participaiionillegal narcotic drug
dealership and other psychotropic substances ptioduor circulation thereof, o
the countries that do not require disclosing idematiion information whery
conducting financial transactions determined byRimancial Monitoring Service.

al
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tal

—

Py
ve
he

er
in

(Other) changes
since the last
evaluation

For overall implementation of the FATF Recommermai21 and 22, by the Draft

Law it is proposed to amend the AML/CFT Law withicle 7—1 of below content:
Article 7-1. Measures to be taken with respect toaotintries that do not or
insufficiently comply with the international standards against the legalization
of criminally obtained funds or other property and the financing of terrorism

7-1.1.Monitoring entities should be required to give Gpkattention to business
relationships and transactions with natural andllggrsons from or in countrigs

which do not or insufficiently apply internationstindards against the legalizati
of criminally obtained funds or other property ahd financing of terrorism.

7-1.2.The list of countries stipulated in the articld..2- of this Law and the list of
countries which are suspected in support of theyelaus trends of transnational
organized crime, armed separatism, extremism anctenary, participation in

illegal narcotic drug dealership and other psyamtr substances production

circulation thereof, is determined by the FMO. Thkevant list shall be submitted

by the FMO to the supervision authorities and by #upervision authorities f{
monitoring entities and other persons involved onitoring.

7-1.3.If the transactions have no apparent economidsilole lawful purpose, thg
background and purpose of such transactions shalexamined, and writte
findings should be set forth. Written findings shliblbe available to assis
supervision authorities, FMO and other competetiiaiiies.

7-1.4. Where a country continues not to apply or insidfidy applies the
international standards against the legalizatioariofiinally obtained funds or othg
property and the financing of terrorism, approgriaunter-measures shall
applied in relation to the business relationshipd #ransactions with natural af
legal persons of that country.

7-1.5. Monitoring entities are required to ensure thairttioreign branches an
subsidiaries observe international standards apg#ieslegalization of criminally

97

pr
be
nd

d




obtained funds or other property and the finanaigerrorism consistent with
home country requirements and the internationaidstals, to the extent that hgst
country laws and regulations permit.
7—-1.6.Monitoring entities are required to pay particudiention that the principlg
mentioned above is observed with respect to theindhes and subsidiaries |in
countries which do not or insufficiently apply timernational standards against the
legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism.

7-1.7. Where the minimum requirements against the legttim of criminally
obtained funds or other property and the financihgrrorism of the home and hast
countries differ, branches and subsidiaries in lgosintries shall apply the high
standard, to the extent that host country laws ragdlations permit. Monitoring
entities are required to inform their appropriat@eyvision authorities in writte
form, when a foreign branch or subsidiary is unatdeobserve internationa
standards against the legalization of criminallyadied funds or other property and
the financing of terrorism because this is prokihitby host country laws,
regulations or other measures.

=+
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Measures taken to| Following the amendments made to the AML/CFT LawMarch 5, 2010, the
implement ~ the | mechanism of determining the List of NCCT was digthbd.
recommendations | To that end, in June 25, 2010 «Regulation on détertion of the list of countrie
since the adoption| (te(ritories) that are suspected in either legtibzaof criminally obtained funds o
fef tgret first progress | oiher property, financing of terrorism, support tife dangerous trends pf
P transnational organized crime, armed separatisntremism and mercenary,
participation in illegal drug dealership and otpsychotropic substances production
or circulation thereof, or the countries (terrie®) that do not require disclosing
identification information when conducting financieansactions» was approved py
the Cabinet of Ministers and entered into force.
Based on the AML/CFT Law List of NCCT shall be detened by the Financial
Monitoring Service in cooperation with the MinistofForeign Affairs.
On the basis of a Regulation the List of NCCT weasath and is being regularly
updated and published by the Financial Monitoringrvige on its web-site.
Nowadays there are 19 countries mentioned in #te Tihe Financial Monitoring
Service provides all reporting entities (both fioiah institutions and DNFBPS)
directly or via their supervision authorities (&tg 7.3 of the AML/CFT Law) by
the relevant List.
In accordance with Article 7.4 of the AML/CFT Laveporting entities are required
to apply appropriate counter-measures in relatiothé business relationships and
transactions with natural and legal persons ofigited countries.
Followings are the criteria for determining the tLiResolutions issued by UN,
Council of Europe, OSCE or other international aigation; public statement by
FATF or FSRB; list of tax heavens by OECD or IME,.e
For the first time the List of NCCT was determined August 2010. Then in
November 2010, as well as February and October £04 list was updated.
Currently, pursuant to Article 7.2.2 of the AML/CHRERw, reporting entities must
file an STR to the Financial Monitoring Service amy transaction connected to the
List of high-risk countries. In accordance withnit& of the Regulation, reporting
entities should examine the background and purggfséransactions with the
countries envisaged in the list that have no appaeeonomic or visible lawful
purpose and establish their findings in writinge$é findings shall be available for
the Financial Monitoring Service, supervision auifies and other competent
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agencies, whenever needed.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 22 (Foreign branches and subsidiagg

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

A requirement for financial institutions to ensutet their foreign branches an
subsidiaries pay particular attention to ensuriftat AML/CFT measures applig
are consistent with the Azerbaijani legislation @ountries that do not o
insufficiently apply the FATF Recommendations andases where the AML/CH
minimum standard differs should be included in logamative acts.

T

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Branches are the structural divisions of the credititutions and must follow th
financial institutions’ internal procedures. Sottheedit institutions are responsib
for their branches’ activities. According to thel&uof the NBA on Organizin

J
Internal Control and Audit in Banks, banks shoulhsfer the application of the

D

le

banking policy, control mechanisms and internalcpdures to their branches and

subsidiaries.

Alongside this, Regulations “On implementation ofrgorative management

standards in banks” extend to all branches andidiabies of banks. Mentione
Regulations include establishment of informatiostegn on current financial stat
and operations of banks, organisation and impleatient of strategically plannin
process, establishment of efficient organisatiostlicture, implementation ¢
financial planning process, existence of effectinirnal supervision and repd
systems etc.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In accordance with Article 7.5 of the AML/CFT Lavpreign branches an

d
subsidiaries of monitoring entities having permdnbosiness in the high-rigk
f

countries, shall comply with the requirements & tbgislation of the Republic ¢
Azerbaijan and international standards against ldgalization of criminally|

obtained funds or other property and the financhtgrrorism, to the extent that the

legislation of the high-risk countries are pernutt&lonitoring entities are require
to inform their appropriate supervision authoritiesvritten form, when a foreig
branch or subsidiary is unable to observe inteonati standards against t

legalization of criminally obtained funds or othgroperty and the financing of

terrorism because this is prohibited by host cquleigislation.

Recommendation of
the MONEYVAL
Report

A requirement should be introduced for financiaktitutions to inform theil
Azerbaijani supervisor when a foreign branch or @dtary is unable to obsery
appropriate AML/CFT measures in the host country.

D

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

Please see item above.

(Other) changes

since the last

For overall implementation of the FATF Recommerm&i21 and 22, by the Drg
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evaluation

Law it is proposed to amend the AML/CFT Law witliele 7—1 of below content:
Article 7-1. Measures to be taken with respect toaotintries that do not or
insufficiently comply with the international standards against the legalization
of criminally obtained funds or other property and the financing of terrorism
7-1.1. Monitoring entities should be required to give dpkattention to busines
relationships and transactions with natural anall@grsons from or in countrie
which do not or insufficiently apply internationstindards against the legalizati
of criminally obtained funds or other property ahd financing of terrorism.
7-1.2.The list of countries stipulated in the articlé..2- of this Law and the list @
countries which are suspected in support of thegelarus trends of transnatior
organized crime, armed separatism, extremism anctemary, participation ir
illegal narcotic drug dealership and other psyamtr substances production
circulation thereof, is determined by the FMO. Thkevant list shall be submitte
by the FMO to the supervision authorities and by #upervision authorities f{
monitoring entities and other persons involved onitoring.

7-1.3.If the transactions have no apparent economidsilole lawful purpose, thg
background and purpose of such transactions slelexamined, and writte
findings should be set forth. Written findings shliblbe available to assis
supervision authorities, FMO and other competetiiaiiies.

7-1.4. Where a country continues not to apply or insidfily applies the
international standards against the legalizatiooriofinally obtained funds or othe
property and the financing of terrorism, approgriabunter-measures shall
applied in relation to the business relationshipd #ransactions with natural af
legal persons of that country.

7-1.5. Monitoring entities are required to ensure thairttioreign branches an
subsidiaries observe international standards ag#ieslegalization of criminally
obtained funds or other property and the finanadfigerrorism consistent wit
home country requirements and the internationaldsteds, to the extent that hg
country laws and regulations permit.

7-1.6.Monitoring entities are required to pay particudiention that the principl
mentioned above is observed with respect to theindhes and subsidiaries

by
be
nd

d

St

e
in

countries which do not or insufficiently apply timernational standards against the

legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism.

7-1.7. Where the minimum requirements against the legttima of criminally
obtained funds or other property and the finanahigrrorism of the home and hg
countries differ, branches and subsidiaries in lgosintries shall apply the high
standard, to the extent that host country laws ragdlations permit. Monitoring
entities are required to inform their appropriatgesvision authorities in writte
form, when a foreign branch or subsidiary is unatieobserve internationg
standards against the legalization of criminallyagted funds or other property a
the financing of terrorism because this is prokihitby host country lawg
regulations or other measures.

=+

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In accordance with Article 7.5 of the AML/CFT Lawnonitoring entities are

required to inform their appropriate supervisiomhauties in written form, when
foreign branch or subsidiary is unable to obsemternational standards against {
legalization of criminally obtained funds or othgroperty and the financing ¢
terrorism because this is prohibited by host couletgislation.
In addition, pursuant to the Regulation “On Estient of Internal Contrg
Systems”, where the minimum AML/CFT requirements tbE Republic of

Azerbaijan and host countries differ, branches audbsidiaries of financig

10C



institutions in host countries are required to gfpk higher standard, to the extent

that host country legislation permit.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 23 (Regulation, supervision and mawiring)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Competent authorities need designating for supienvikor AML/CFT purposes [fof

all financial institutions].

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Based on the AML/CFT Law and Presidential Decreeiterimplementation thg
supervision over the compliance of financial ingtdns with the requirements
the AML/CFT Law shall be carried out by the:

Central Bank — for credit institutions and the or@®viding leasing
services;
State Committee for Securities — for brokers, whe the professions
participants of the securities market, those whofgssionally operate in th
management of securities, lottery organizers awnelsiment funds;

Ministry of Finance — for insurers, reinsurers @émslirance intermediarie
legal persons that engaged in buying and sellingprecious stones, precio
metals, as well as the jewelry or the other goodslenof precious stones
precious metals;

Ministry of Communication Information Technologiesfor the institutions
providing post services;
Ministry of Justice — for the non-—-governmental anigations part of
activities of which concerns receipt, collectioglider or transfer of funds;
State Committee for the Works with Religious Asations — for the
charities part of activities of which concerns iptecollection, deliver or transfe
of funds;
Financial Monitoring Service — for the pawnshopsd degal persons
providing intermediary services on the buying aeldirey of real estate.
Violation of the requirements of the AML/CFT Law likie DNFBP operating
under a license, which are in breach of this Lare subject to a sanction
revocation (annulling) of the license.

D —

>1
S
or

=

1°Z]

(Other) changes
since the last
evaluation

By the Decree of the President of the Republic pémaijan from July 20/2009,
130 “On amendments to some Decrees of the Presioleribe Republic of
Azerbaijan in connection with implementation of thew of the Republic o
Azerbaijan “On the Prevention of the LegalizatidrCoiminally Obtained Funds g
Other Property and the Financing of Terrorism”, Skatutes of all supervisio
authorities were amended in accordance with the AWI Law and FATH
Recommendations.

i

o0 =

Measures taken to
implement the
recommendations

This issue has already been clarified in the firsgress report.
In the meantime, On February 23, 2011 the CentahkBof the Republic o
Azerbaijan adopted the Regulation #247 «On sugervigver the activities on th

:
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since the adoption
of the first progress
report

prevention of the legalization of criminally obtathfunds or other property and t
financing of terrorism in the banks».
The State Commission on Securities had approved Rbgulation “On thg

inspection of the activities of the securities neanarticipants” (September 2011),

In order to implement Article 6.5 of the AML/CFT Wwathe Financial Monitoring
Service as a regulatory body of pawnshops and alaturlegal persons providin
intermediary services on purchase and sale of esthte adopted its ow
supervision regulation — the Regulation “On supsovi the observance

requirements of the AML/CFT Law by pawnshops andl mestate agents». The

Regulation was approved on July 5, 2010.

S Q

Df

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

The Central Bank conducted 25 complex onsite ingpes with AML/CFT
component in 2010. For the period of nine month@f1 the number of onsi
inspections with AML/CFT component is 21. Alongsittés 2 thematic on-sit
inspections were conducted solely for AML/CFT swjsary issues.
During 2010-2011, senior management of 2 banksfinad for
compliance with the AML/CFT reporting requiremenihe total sum of fine
amount to EUR 3000.

In 2011 the Financial Monitoring Service conducte@ offsite inspections in
respect of pawnshops and real estate agenciesitténavarnings were issued by

the Financial Monitoring Service in respect of pahwps and real estate agencie

nony

11
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Recommendation 24 (DNFBP - Regulation, supervisiceind monitoring)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

All the relevant categories of DNFBP should be udeld as obliged entities und
the AML/CFT regime.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Currently by the article 5 of the AML/CFT Law as BRP (other persons involve
in monitoring) are established:

notaries;

lawyers;

auditors;

other persons providing legal services.
The institutions of “tax advisors”, “external accwants” are not applicable for th
Republic of Azerbaijan.
Casino activity and gaming is prohibited on theritery of the Republic of

Azerbaijan on the basis of the Decree of the Peesidf the Republic of Azerbaijan

N° 730 of 27 January 1998.
Lottery organizers and the persons providing inegtiary services on the buyir]

and selling of real estate qualified by the AML/CE&w as monitoring entities.

Lottery games are undertaken by “Azerlottery” OJS@ose shares are 100
owned by the Government.

In accordance with the article 5.1, the requiremeot the AML/CFT Law
concerning the identification and verification afstomers and beneficial owne
shall apply to DNFBP (other persons involved in itming) when they prepare fq
or carry out transactions for their customers watspect to the following activities
buying and selling of real estate;

managing of customer funds, securities or othepgnty;

managing of customer bank and securities accounts;

creation, operation or management of legal perdmngng and selling o
legal persons, organization of contributions fore tlsreation, operation ¢

e
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management of legal persons.

DNFBP (other persons involved in monitoring) thabmitted information to the

Financial Monitoring Service shall not discloseTihe provisions of the article 5

of the AML/CFT Law shall not apply to the informai that is considered as

professional secrecy or legal professional privleg

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

Recommendation of
the MONEYVAL
Report

The relevant supervisory authorities should be gieied and their powers shou
be defined in accordance with FATF recommendatiansiuding powers tg
monitor and sanction DNFBP for deficiencies conadatith AML/CFT.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Based on the AML/CFT Law and Presidential Decreeiterimplementation the
supervision over the compliance of DNFBP with teguirements of the AML/CFT

Law shall be carried out by the:
Ministry of Justice — for the notaries and otherspas providing lega
services;
Bar of Lawyers of the Republic of Azerbaijan withine framework of
competence — for the lawyers;
Chamber of Auditors of the Republic of Azerbaijaithin the framework
of competence — for the persons providing auditises.
Violation of the requirements of the AML/CFT Law hiie DNFBP operating
under a license, which are in breach of this Lare subject to a sanction
revocation (annulling) of the license.

Current legislation designated supervisory autlesritvith the relevant power
including powers to monitor DNFBP and submit infation on non—complianc
with the requirements of the AML/CFT Law to courtsr enforcement o
administrative sanction to DNFBP.

(Other) changes
since the last
evaluation

By the Decree of the President of the Republic pémaijan from July 20/2009,
130 “On amendments to some Decrees of the Presioleribe Republic of
Azerbaijan in connection with implementation of thew of the Republic o
Azerbaijan “On the Prevention of the LegalizatidrCoiminally Obtained Funds g
Other Property and the Financing of Terrorism”, Siatutes of all supervisio
authorities were amended in accordance with the AWI Law and FATH
Recommendations.

Id

i

505 0=

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In August 2010 the Decree # 320 of the Presidetiti@Republic of Azerbaijan o
«Amendments to some decrees of the President dkepablic of Azerbaijan with
regard to the application of the law of the Reprbli Azerbaijan «on amendmer
to individual legislative acts of the Republic ofzébaijan to enhance th
prevention of the legalization of criminally obtathfunds or other property and t
financing of terrorism» was signed and entered fiotce.
According to the item 4 of the Decree, AML/CFT styigion over the activities o

notaries shall be conducted by the Ministry of idastthe AML/CFT supervision

over the activities of other persons providing leggrvices shall be conducted
the Ministry of Taxes of the Republic of Azerbaijan

(Other)
since
progress

changes
the  first
report

(e.g. draft laws,
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draft regulations or
draft “other

enforceable means”
and other relevant

initiatives

Recommendation 25 (Guidelines and feedback)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

Once a statutorily based STR system is in placéAtezbaijan authorities shoul
consider the provision of adequate and approprfatback to reporting entities.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

The provisions of the FATF Recommendation 25 werglémented in the Statu
of the Financial Monitoring Service. Based on itéth15 of its Statute Financi
Monitoring Service shall provide the financial ihsions and DNFBP that ar
required by AML/CFT Law to submit information, witdequate and approprig
feedback.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In order to implement Recommendation 25 and SR, Ithe Financial Monitoring
Service on August 08, 2010 approved Regulation % ‘@n providing financial
institutions and DNFBPs with adequate and apprtopriaedback based on t
FATF Best Practice Guidelines on Providing FeedbaxkReporting Financig
Institutions and Other Persons, as well as FATFt Basactices paper entitlg
«Freezing of Terrorist Assets — International Barstctices».

The Regulation includes both general feedback aaske cby case feedba
procedures.

le

te

)

Recommendation of
the MONEYVAL
Report

No guidelines issued on AML/CFT issues by otheerstignry bodies than the NBA

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Supervision authorities in relation to financiastitutions adopted internal Actig
Plans to facilitate the implementation of the AMETLaw by obliged entities.

Securities sector
Since may 09 2004 State Committee for Securitie® lz@opted “Regulations Q
measures taken by capital market intermediariestier suppression of mone
laundering and financing of terrorism in capitalrke” which were prepared i
accordance with the UN Convention “On Suppressidnthe Financing of
Terrorism” and CE Convention “On Laundering, Sea®hizure and Confiscatig
of the Proceeds from Crime”

=]

34

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

As a competent authority implementing the statécpoh the AML/CFT area, the
Financial Monitoring Service is powered by the AMET Law and its Statute to

publicly release periodic reports including stétist typologies and trends, al
provide the reporting entities with relevant legestruments.

To facilitate reporting entities in defining sudpigs transactions, the Financ
Monitoring Service issued Red-Flags Methodology plated the document in i
web-page -www.fiu.az. Following that, a number of trainings were orgadiby
the Financial Monitoring Service, Central Bank,t8&t€ommission for Securitie
Ministry of Finance, Ministry of Justice, Chambdr Auditors, etc. for reporting
entities on appropriate using red-flags. The listenl flags on money launderirj
and financing terrorism continues to be updatecbasent circumstances change.

)
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Recommendation of
the MONEYVAL

Report

Guidance for DNFBP should be provided including amgasures that theg
institutions could take to ensure that their AML/Ceasures are effective.

e
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Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

By the Presidential Decree on implementation of #WBIL/CFT Law the

supervision over the compliance of DNFBP with teguirements of the AML/CFT

Law shall be carried out by the Ministry of Justiedor the notaries and oth
persons providing legal services; Bar of Lawyefsr-the lawyers; and Chamber
Auditors — for the persons providing audit services
Supervision authorities adopted internal Action nBlato facilitate
implementation of the AML/CFT Law by DNFBPs.

the

er

of

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives

Recommendation 26 (The FIU)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

An FIU should be created as a matter of urgencye FHJ should be adequate
structured, funded and staffed, and provided wiiffigent technical and othe
resources to fully perform its functions.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Based on Presidential Decree dated February 23 20@ in order to provid
implementation of the state policy in AML/CFT sphgto improve the supervisiq

n
system and to coordinate the activity of the rat¢siate authorities in this field the
n

Financial Monitoring Service under the Central Bafithe Republic of Azerbaija
(FINANCIAL MONITORING SERVICE) has been established

The Financial Monitoring Service is guided in itdiaty by the Constitution of thg
Republic of Azerbaijan, international agreements which the Republic o

Azerbaijan is a party, the AML/CFT Law, its Statwted relevant international

standards.

The Director and Deputy Director of the newly efishted Service were appointed

by the President of the Republic of Azerbaijan.Statute, structure, staff and t

budget were also approved. Currently, more thara@@ointments have already

been made. According to the Statute, Financial kéoimig Service:
is the state authority, which implements competensipulated by the
legislation and present Statute in the AML/CFT spHégem 2);

takes imperative decisions and gives imperativersréh the relevant sphere (ite

11.3);
* receives, requests, collects the information (STRR and other) from

monitoring entities, other persons involved in moring, supervision and othg

state authorities, as well as uses databasestefastthorities;

when within the framework of analysis detecting ¢fements of a crime i

transaction, submits information on legalisationcoiminally obtained funds o

10=

may suspend the execution of transactions with Sumd other property,
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other property to the General Prosecutor Officé, iaformation on the financing @

terrorism to the Ministry of National Security agdts feedback from them (item

10.9);
* is entitled, within the scope of its competencegtsure relations of th
Republic of Azerbaijan with foreign states and in&ional organizations; t

cooperate with relevant agencies of other stateagtordance with the legislation

to conclude international instruments, as well @agapply for membership in th
specialised international institutions (item 11.6);

» possesses an independent balance sheet, statetyrhogi@g respectively
under its disposal by law, accounts in banks, sa#l the State Emblem of th

Republic of Azerbaijan and its title engraved on riéspective stamps and

letterheads (item 6).

The Financial Monitoring Service operationally ipdadent and functions undger
required budget framework to ensure operationdtieffcy as well as providg
market-based salary and motivation system to enkumg-term operational and
institutional sustainability. According to the apped Action Plan, the Financial
Monitoring Service will be in a position to receiffsst STR and CTR in December

of 2009.
Immediately following the appointment of the FINAMI. MONITORING

SERVICE leadership, the development of an ActiomnPlko improve the

Azerbaijani AML/CFT system taking into account regaendations contained

the Council of Europe MONEYVAL Committee Country poet has been initiated.

The prepared Action Plan was coordinated with tHeNEYVAL Secretariat. After
final revision, the Action Plan was approved by fieector of the FINANCIAL
MONITORING SERVICE and further implementation o&tAction Plan was take
under special control.

The Action Plan spanned three years. The measulesenimplemented with the

participation of all authorities involved in the ANCFT system, including th
Financial Monitoring Service, Central Bank, Gend?absecutor’'s Office, Ministry
of National Security, Ministry of Foreign Affair$finistry of Finance, Ministry of
Justice, State Customs Committee and State ConenfdteSecurities. The Actio

Plan covered all aspects of the AML/CFT system #@rdcluded taking specific

measures to:

e improve legislation;

» improve the activity of the FINANCIAL MONITORING SRVICE;

e improve supervision over the sectors of FIs, noasicial professions, ar
non-profit organizations;

» develop the system of personnel education anditigafior purposes of th
AML/CFT purposes.
In our opinion we managed to achieve a number pbiant results that contribu
to the effectiveness and performance of the ové&®IL/CFT system as well a
raise the level of compliance of its certain eleteerwith the FATF
Recommendations.

(@)
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Though the Financial Monitoring Service startedeiging paper based STRs
2009, the launching of automated reporting systeas the prior target of it
activity. So the Financial Monitoring Service deygtd its own electronic reportir
system (AzAML) and since September 2010 launchedrliis system enable
reporting entities to send reports via reportingtgdoon the web-page of th
Financial Monitoring Service — www.fiu.azas well as Financial Monitorin

Qo uva @
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—

Service specialists to check and process menticgpaatts in a timely and efficier
manner. Alongside this, AzZAML system provides tliealRcial Monitoring Service
analysts with efficient tools for monitoring andadysing the received data.
Improving its analytical capacity, in February 201He Financial Monitoring
Service signed the agreement with the UNODC fordiployment of the goAML
analytical system in Azerbaijan. After purchasihg goAML, a special Workin
Group was organised within the Financial Monitoridgrvice and Action Plan @
implementation of the goAML was adopted in MarciL20In October 2011, th
goAML system was deployed and all reporting erttitieere registered within th
test environment. For the time being, reportingtiestuse goAML in parallel with
AzAML for sending reports and starting from Januan2012 the goAML will bg
launched in real regime, by replacing AzZAML. Thsansystem, not only gives the
Financial Monitoring Service efficient data prodagsand data mining instruments,
as well as tactical and strategic analysis tolld,dlso enables reporting entities|to
automate their internal control systems and repgrocess.

=

Recommendation of
the MONEYVAL
Report

The FIU should have access to relevant registens, ia should be authorised to
disseminate financial information and other intgdihce both to the national law
enforcement authorities and to foreign FlUs.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

—

According to the item 11.4 of the Statute Finanbanitoring Service have dire¢
access on a timely basis to the databases of statBorities (financial
administrative and law enforcement) in accordandth whe legislation of the
Republic of Azerbaijan.
According to article 17 of the AML/CFT Law and itefrl of the Statute, the
Financial Monitoring Service is entitled to receiveollect and analyse the
information from financial institutions, DNFBPs, marvision and other state
authorities. The Financial Monitoring Service magquest to submit relevant
information and in this case, requested informasioall be submitted.
Financial Monitoring Service is authorised by AMIET Law and its Statute tp
disseminate information on legalization of crimipabbtained funds or other
property to the General Prosecutor Office, andrinfttion on financing of terrorism
to the Ministry of National Security.
Based on article 20 of the AML/CFT Law Financial hkoring Service shall
submit information on AML/CFT issues to the foreigpmpetent authorities upd
their requests or on its own initiative, as welltagequest such information fro
the foreign competent authorities, exchange ofrinfdion on committed crime
execution of the court decisions and criminal pcasen in accordance with th
legislation of the Republic of Azerbaijan and theernational treaties to which the
Republic of Azerbaijan is party.
This information shall be submitted to the compegarthority of the foreign state
only if it does not contradict with the legislatiof the Republic of Azerbaijan and
does not affect its national interests or the stieshinformation forms a basis for|a
competent authority of the foreign state to inétiatcriminal investigation or to send
a relevant request. The information shall be sutechito the competent authority pf
the foreign state provided that the informationl wibt be used for purposes not
indicated in the request.
The execution of requests in legal aid on issuedegélization of criminally|
obtained funds or other property and the financihterrorism, also the recognitign
and execution of the court decisions of foreigntestain that sphere shall be
regulated in accordance with the legislation of Republic of Azerbaijan and the
international treaties to which the Republic of Amdjan is a party.
In accordance with the legislation of the Repubif Azerbaijan and the

® 7 35
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international treaties to which the Republic of Awmgjan is a party, the funds
other property confiscated on the territory of Republic of Azerbaijan may b
fully or partially delivered to the state where ttwurt decision has been made.

D

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.
The new goAML system allows the Financial MonitgriBervice to connect all
stakeholders — supervision authorities, law-enforat bodies, official registers.
After finalizing all deployment issues, the Finaidonitoring Service will be able
to send and receive requests to all appropriate agencies and data bases, as
as conduct information exchange with the relevatharities on electronic basis.

U

Recommendation of
the MONEYVAL
Report

Together with the creation of an FIU the evaluatomso recommend the
introduction of a legal obligation for financial iermediaries to report suspicious
transactions and activity to the FIU.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Based on the article 7.2 of the AML/CFT Law, finatdnstitutions and DNFBR
shall make suspicious transaction report (STR)itarkcial Monitoring Service o
funds or other property, transactions with them &mel attempts to carry out
transactions regardless of their amount involvimgfollowing features:

» in situations that cause suspicions or reasonablengs for suspicions that
funds or other property are the proceeds of a namactivity or are related tp
terrorist financing;

e o0n any transaction with the funds or other propea$gociated with th
citizens of the country which do not or insuffidignapply international standards
against ML/TF, with the persons registered or thalho has a residency or
permanent business in this country, with the perseho has a bank account|in
banks registered in this country;

e on any transactions from bank accounts of polificekposed persons of
foreign country;

» on transfer of funds from anonymous accounts that eut of the
jurisdiction of the Republic of Azerbaijan to thefiblic of Azerbaijan, as well as
transfer funds to the anonymous accounts that areobthe jurisdiction of the
Republic of Azerbaijan.
The Regulation on submission of STR (and CTR) iemeined by the Financial
Monitoring Service. The STR shall contain the faling information:

» type of transaction;

» date of execution of transaction;

» amount of executed transaction;

e necessary information for the identification of dégnd natural persons
conducting the transaction;

» information about the beneficial owner;

e information on the nature, as well as the inforomatidescribing a
chronological history of the transaction;

» the grounds stipulating the suspiciousness of aeti.
The STR shall be submitted before the executiotheftransaction. Where non—
execution of a transaction is impossible or wheie known that  non—execution
of the transaction may cause impediments for ifleation of the beneficial owner,
after execution of the transaction the monitoringjties shall immediately inform
Financial Monitoring Service.

—

D

Measures taken to
implement the
recommendations

since the adoption

This issue has already been clarified in the piregress report.
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of the first progress
report

Recommendation of
the MONEYVAL
Report

The FIU should keep adequate statistics on recesuspicious transaction reporis
as well as on requests for assistance.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

In order to centralize statistical information, Nditmy of National Security ang
General Prosecutor Office within the framework kit powers shall submijt
statistical information on the offences relatedthe legalization of criminally
obtained funds or other property and the financofgterrorism to Financial
Monitoring Service (articles 13 and 18 of the AMECLaw).

The information submission form is defined by thieacial Monitoring Service.
Additionally, Financial Monitoring Service is auttiwed by the Statute to prepare
relevant statistic reports in accordance withindbepe of its activity.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The Financial Monitoring Service keeps statistics information received ans
requests on assistance. This information is placethe web-page of the Financjal
Monitoring Service — www.fiu.az/statistics/20a0d www.fiu.az/statistics/2011

Recommendation of
the MONEYVAL
Report

Attention will need to be given to the number amathing of staff when the FIU is
fully established.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

Preparation and support for implementation of maérand external training plans
for the staff of FINANCIAL MONITORING SERVICE as Wleas AML/CFT
stakeholders is one of the priorities in Finandaliitoring Service’s Action Plan.
The ongoing employee training programs do not pies@ny time limits and wil
be organized and implemented on a regular basteedCAML/CFT stakeholder
whose duties demand knowledge of AML/CFT requiretseas the raising
awareness, increasing of knowledge and sharing pesttice are essenti
conditions for solid foundation. Training must beoyided by qualified expert
having perfect knowledge of current ML/FT technigjueethods and trends as well
as AML/CFT laws and regulations. Training requiremseshould have a different
focus for new FINANCIAL MONITORING SERVICE staff.etevant supervision
authorities, Financial Institutions, DNFBP as wasl their compliance officers and
should remind of their responsibilities and keedorimed them of new
developments.

N D e »

(Other) changes
since the last
evaluation

As to the Methodology for Assessing Compliance withe FATF 40
Recommendations and the FATF 9 Special Recommemdati

26.1. Countries should establish an FIU that serassa national centre for
receiving (and if permitted, requesting), analysiagd disseminating disclosures|of
STR and other relevant information concerning saggeML or FT activities. Th
FIU can be established either as an independenegmrental authority or within
an existing authority or authorities.

Based on Presidential Decree dated February 23 20d in order to provid
implementation of the state policy in AML/CFT spbgto improve the supervisia
system and to coordinate the activity of the rehéwtate authorities in this field th
Financial Monitoring Service under the Central Bafithe Republic of Azerbaija
has been established.

As to the article 17 of the AML/CFT Law and its ®&ite, Financial Monitoring
Service shall receive and request information fiforancial institutions, DNFBP),
supervision authorities and other state authoriteamlyze this information and
disseminate the STR and other relevant informat@rcerning suspected ML or BT
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activities to the General Prosecutor Office andidig of National Security.

26.2. The FIU should provide financial institutioasd other reporting parties wit
guidance regarding the manner of reporting, inchglithe specification o
reporting forms, and the procedures that shoulddiiewed when reporting.

According to the article 11 of the AML/CFT Law aiteém 10.4 of the Statute
Financial Monitoring Service shall determine regjolas of submission of

information on CTR and STR stipulated by the AMLACEaw. The reporting forn
and its specification, as well as the procedureg ghould be followed whe
reporting had been already defined in the artitlefithe AML/CFT Law.
26.4. The FIU, either directly or through anothesnepetent authority, should &
authorised to obtain from reporting parties additad information needed t
properly undertake its functions.

Based on the article 17 of the AML/CFT Law and itdh.5 of the Statute
Financial Monitoring Service may request financialstitutions, DNFBP,
supervision authorities and other state authoritesubmit information defined i
article 11 of this Law for the purposes of inquiafso within the framework g
analysis and its own authority Financial Monitoriggrvice may obtain fron
mentioned bodies or other state authorities aduditioinformation needed t
properly undertake its functions.

26.6. The FIU should have sufficient operationaldpendence and autonomy
ensure that it is free from undue influence oriifgesnce.

The Statute of the Financial Monitoring Service weaproved by President of tl
Republic of Azerbaijan, so FINANCIAL MONITORING SBRCE is subordinateq
only to the Head of state. Financial Monitoring \8ez is headed by Director, an

Director and his Deputy are appointed and dismidsgdhe President of the
Republic of Azerbaijan (Statute, items 12 and 18}cording to the Statute,

Director:
e manages the activity of the Financial Monitoring\i& and organizes it
current functioning (item 14.1);
e every three months submits the report on the agtouly to the Presider
of the Republic of Azerbaijan (item 14.9).

» appoints and released from the position Financiahitbring Service staff

(item 14.3);
» gives imperative orders and decrees regarding thanEial Monitoring
Service activity (item 14.5);

» cancels unlawful orders and decisions of the Fimdonitoring Service|
officials (item 14.6);
e without a power of attorney represents the FINANCIMONITORING

SERVICE in relations with state authorities andeotpersons of the Republic pf
Azerbaijan and foreign countries; within competenoeganizes negotiations with
relevant state authorities of foreign states anterirational organisations;

participates in international negotiations, andchsignternational instruments in
manner defined by legislation (item 14.7).

26.7. Information held by the FIU should be secumglotected and disseminated

only in accordance with the law.

Based on the article 17.4 of the AML/CFT Law, imf@tion held by Financig
Monitoring Service shall be securely protected aseld solely for the goals of th
Law; also the information protection system shellcbeated.

According to the items 10.17 and 10.18, Financiahlbring Service shall secure
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protection system; as well as stores and protectsve@ documents.
26.8. The FIU should publicly release periodic reappand such reports shou

include statistics, typologies and trends as waell iaformation regarding its

activities.

In accordance with its Statute, Financial Monitgridervice shall prepare relevg
statistic reports in accordance within the scopet®factivity; publicly releasg
periodic reports including statistics, typologiesdarends as well as informatiq
regarding its activities; provides the financiaktitutions and DNFBP that a
required to submit information, with adequate ambrapriate feedback (item
10.13-10.15).

26.9. Where a country has created an FIU, it shoatmhsider applying for

membership in the Egmont Group.

By the item 11.6 of the Statute Financial MonitgriBervice is entitled to apply fq
membership in the specialised international instins.

26.10. Countries should have regard to the Egmamiu@ Statement of Purpos
and its Principles for Information Exchange Betwd&nancial Intelligence Unitg
for Money Laundering Cases (these documents setimpbrtant guidance
concerning the role and functions of FIUs, and thechanisms for exchangin
information between FIU).

Financial Monitoring Service is authorized to emswelations of the Republic ¢
Azerbaijan with international organizations, to permate with relevant agencies
other states and in accordance with the legislatmnconclude internationg
instruments (item 11.7 of the Statute).

Additionally, Financial Monitoring Service is emitl to initiate joining of the
Republic of Azerbaijan to international instrumerdggarding the issues connect
with the scope of its activity.

Paying special attention to the international coafen, Financial Monitoring
Service requested the Egmont Group of FIUs fomtieenbership and submitted :

relevant documents to this end. At present, meatlapplication letter is under the

consideration by the Egmont Outreach Working Graum the FINANCIAL
MONITORING SERVICE is expecting for advises on het actions required i
order to become an Egmont Group member.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

With a view of implementation of the criteria 268 the Methodology, the

Financial Monitoring Service developed its web-pagavww.fiu.az Mentioned
web-page includes very broad information regardikigL/CFT regime of the
Republic of Azerbaijan, as well as legislation, lays, guidance, on-line reportirn
portal, statistics and typologies.

Alongside this, the Financial Monitoring Serviceleases annual reports wi
information regarding its activities, statisticgpologies and trends. The Annd
Report for 2010, which is developed both in Azeril éan English languages can
downloaded from the following link: http://www.figiz/en/publications/reports
The Financial Monitoring Service also releaseiisrmation bulletins, with usefy
information for reporting entities, stakeholderadacivil society. The purpose (
this publication is to increase the public awareregel on AML/CFT issues. Thrg

Information Bulletins were released by the Finah®Manitoring Service up today.

The first two releases of the Information Bulletinan be accessed from t
following link: http://www.fiu.az/en/publicationsiformation-bulletin

In general, staff of the Financial Monitoring Seevihad participated in 33 trainin
events during 2010-2011. The training plans of Rmeancial Monitoring Servicg
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http://www.fiu.az/en/trainings/2011.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 27 (Law enforcement authorities)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

One agency should be clearly tasked with the récaigl investigation of STRs
when the draft law is passed. If the present aresngnts are retained, all STRs
should be copied to the General Prosecutor sotikatan actively co-ordinate thejir
investigation.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

As to the article 17 of the AML/CFT Law and its ®it®, where Financigl
Monitoring Service within the framework of analysletermines that the executed
transaction is related to legalization of crimigatbtained funds or other property
and financing terrorism, information on legalizatiof criminally obtained funds g
other property shall be submitted to the Generas&sutor Office, and informatio
on financing terrorism shall be submitted to thenistiry of National Security.

0 =

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Recommendation of
the MONEYVAL
Report

All investigation bodies responsible for detectimmd investigation of proceeds-
generating cases need to be sensitised to the tampmm of the financial aspects
these cases.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

According to article 38.1 of the Criminal Procedut®de, the detecting arj
investigating law enforcement officers, as wellths prosecutors, in case if they
receive information on criminal action or detece tbriminal action, shall take
necessary measures to preserve the relevant egidecconduct investigations
such action within their competence according ® rdquirements of the crimin
procedure legislation.

This legal provision prescribes the mandatory amahiprosecution of all offences
detected by the law enforcement agents and prawsculn this regard, all
investigation bodies responsible for detection andestigation of proceeds-
generating cases are bound to investigate thedialaaspects of the cases within
the boundaries of their jurisdiction. In case ibtfalls out of their jurisdiction, they
are bound to report the matter to the supervisingezutor. It is the statutory powe
of the Prosecutor General of the Republic of Azgahato extract the investigatign
of the criminal case from the investigating auttyprin case if such investigatiagn
falls out of its investigational jurisdiction, artd assign the investigation to the
appropriate authority. Given such procedural sadeds the investigation of the
financial aspects of the case is not under jeopardy
However, the investigation of the financial aspeatshe cases is subject to the
system of checks. In the early years of indeperslghe law enforcement agenc
had some negative practices of exceeding their poimethe context of mandator
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examining of all aspects of the case, includingfithencial aspect.

Therefore, the President of the Republic of Azgsamaiissued the Decree on
Excluding the Obstacles to the Development of Eméweeurship in 2002, late

amended in 2006, which increased the supervisigheo€riminal investigation an

introduced the necessity to justify investigatioh tbe financial aspects hy

producing substantiating arguments.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Recommendation of
the MONEYVAL
Report

o

D
=

A concerted effort should be made now to raise amess of the law enforcement

community that money laundering is not just an adjuo corruption cases, but
that through money laundering investigations mouecess can be achieved |i

confiscation of the real indirect profits made kbyganised crime. To this end la

W
enforcement and prosecutors need more training \ddeatial issues in monegy
D

laundering cases, perhaps looking at how prosesuiorother jurisdictions tackls
some of the difficult evidential issues in thessesa

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

The development, parliamentary debates and pas$iti;e AML/CFT Act was at
the focus of the public. A serious of measureduting press conferences, rou
tables and public discussions were held to advotiaeBill and to raise th
awareness of the public in this regard, involvifg tcivil society and foreig
diplomatic representations, including the US Empa3se establishment of th
Financial Monitoring Service and arrangement of teries of trainings if
cooperation with the US Embassy and within the &aork of the AZPAC projec
of the Council of Europe, all of these measures @rmed at raising publi
awareness in respect of the money laundering asrgetdous crime. Mone
laundering was presented as a standalone phenomeobin the context of an
other crimes.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Different Training Programms were elaborated fav-&nforcement agencies a
prosecutors, judges in order to allow prosecutoid rmational security servants
get familiar with modern money-laundering and tegstofinancing investigation
techniques and methods. In addition to topics maetl above, trainings includ
following issues:

Criminalization of Money Laundering;

Criminalization of Terrorist Financing;

Criminal-legal aspects of Money Laundering and Raiag of Terrorism;
Specific investigation techniques, provisions ofimimal procedura
legislation;

Freezing, seizure and confiscation;

International practice of civil confiscation;

Mutual legal assistance, information exchange amchéition;

ML typologies.

In accordance with adopted Training Programms,tralhings are conducted
collaboration with the IMF, World Bank and USAIDpxts.

nd
to
I
e

Recommendation of
the MONEYVAL
Report

An approach to autonomous money laundering urgemtlyds to be developed
one which does not call for a prior conviction fine predicate offence in mon
laundering cases.

Measures reporte
as of 7 Decembe

Since there is no obstacle for criminal prosecutibrihe stand alone offence

money laundering, this aspect has been introdutedlie curricula of trainings @
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2009 to implemen
the
Recommendation o

the Anticorruption Department under the Prosecu@neral within differen
frameworks for trainings.

the report
Measures taken to| Within the framework of the Action Plan for the ilamentation of the Nationa
implement the | Strategy For Increasing Transparency and Anticdioop 2007-2011, th

recommendations
since the adoption
of the first progress
report

relevant states agencies are being continued tantmg trainings for judges
investigators, prosecutors. Furthermore, joint Aire Plan was approved with tk
USAID for the purpose of arranging trainings fodges and law enforceme
agencies. On 12 April, 2010 one day training counsder the title of “monitoring
process” was organized at the Training Centre ef Ewmosecutor’'s Office fo
prosecutors, judges and investigators by the adirered of 40 persons. Moreove
training course on “Actual issues in the preventidthe legalization of criminally
obtained funds or other property and financingesfdrism” was attended by 4
persons as prosecutors, investigators and judgdbkeaflraining Centre of th
Prosecutor’s Office on May 3-5, 2010. Training &ML/CFT Law: international
standards — theory and practice” was organizetieatitistice Academy within th
Ministry of Justice of the Republic of Azerbaijap thhe attendance of 30 judges
02 June of 2010.

On March and April 2011, the International Centie Asset Recovery of the Bas
Institute of Governance organized Money Laundedand Asset Tracing trainin

for judges, investigators, prosecutors and Finariglanitoring Service by the

attendance of 35 persons.

|
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Recommendation of
the MONEYVAL
Report

More should be done to train the major investigatdn modern financia
investigation techniques, which will uncover lauridg cases.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

Mentioned issues have been introduced into theioclar of trainings of the
Anticorruption Department under the Prosecutor @anewithin different
frameworks for trainings.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Please see information above.

Recommendation of
the MONEYVAL
Report

In major cases, where the prosecutor is asked kyRblice to obtain a cour
decision concerning coercive measures, the proseahiould proactively conside
the classification of the case — whether the cdmmilgl be considered not just

one where the predicate offence only is investiydtet it is recommended that

should advise investigators, in appropriate casegpursue the money launderif
aspects.

—
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Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

According to article 38.1 of the Criminal Procedut®de, the detecting arj
investigating law enforcement officers, as wellths prosecutors, in case if th
receive information on criminal action or detece tbriminal action, shall tak
necessary measures to preserve the relevant egidecconduct investigations
such action within their competence according ® rdquirements of the crimin
procedure legislation.

d
2
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Measures taken to
implement the

This issue has already been clarified in the firegress report.
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recommendations
since the adoption
of the first progress
report

Recommendation of
the MONEYVAL
Report

The mindset of law enforcement and prosecutorshwbancentrates only on th

predicate offence, whether it is corruption, drug lmiman trafficking, without

e

considering the money laundering aspects need® ttchlnged if any real success

in this area is to be achieved now that the morndering offence has been

extended beyond the drugs predicate.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Since there is no obstacle for criminal prosecutibrihe stand alone offence
money laundering, this aspect has been introdutdedtiie curricula of trainings @
the Anticorruption Department under the ProsecuBmneral within differen
frameworks for trainings.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Please see information above.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 29 (Supervisors)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

The authorities should provide supervisors with qaage powers of enforceme
and sanction against the directors or senior mamaget of financial institution
for failure to comply with or properly implementgugrements to combat mon
laundering and terrorist financing.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Financial sanctions for failure to comply with AMLFT requirements ar
envisaged by the article 348-3 of the Code of Adstrative Infringements.
Additionally, the article 6.4 of the AML/CFT Law gvides that violation of thg
requirements of this Law by the financial instituts and DNFBP operating unde
license, which are in breach of this Law, are sttbfe a sanction of revocatiq
(annulling) of the license in accordance with tegislation of the Republic @
Azerbaijan or undertaking other measures providgdthe legislation of thg
Republic of Azerbaijan.

Currently, where the supervision authorities witttie frame of their competen
will have information on non—compliance of the fic&l institutions and DNFBE
with the requirements of the AML/CFT Law, they shalbmit such information t
the court for enforcement of administrative fines i\ may be concluded from t
article 348-3 of the Code of Administrative Infremgents, the sanctions g
available in relation not only to the legal persbnsalso to their official persons.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In August 2010 the Decree # 320 of the Presidetii@Republic of Azerbaijan o
«Amendments to some decrees of the President dtepeblic of Azerbaijan with
regard to the application of the law of the Republi Azerbaijan «on amendmern
to individual legislative acts of the Republic ofzébaijan to enhance th
prevention of the legalization of criminally obtathfunds or other property and t
financing of terrorism» was signed and entered fiotce.

By the Decree the supervision authorities were emaped to hear administratiy
infringement cases with regard to breach of AML/CEgjislation by appropriat
reporting entities, and to implement enforcement sanction against the directg
or senior management.

The Central Bank conducted 25 complex onsite ingpes with AML/CFT
component in 2010. For the period of nine month@f1 the number of onsi
inspections with AML/CFT component is 21. Alongsitlés 2 thematic on-sit
inspections were conducted solely for AML/CFT sufsary issues.

During 2010 and 2011, senior management of 2 bamlssfined for non
compliance with the AML/CFT reporting requiremenishe total sum of fine
amount to EUR 3000.

In 2011 the Financial Monitoring Service conducte@ offsite inspections i
respect of pawnshops and real estate agenciesittenmvarnings were issued |
the Financial Monitoring Service in respect of pathwps and real estate agencie

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

In accordance with the request of Central Bank zérBaijan (CBA), on October 3
14, 2011 International Monetary Fund (IMF) carr@d a technical assistance (T
mission regarding the enhancement of current aatiey laundering/combating th
financing of terrorism (AML/CFT) supervisory poles and procedures. Gene
objective of TA project is to assist CBA in impragi the methodology for risk
based AML/CFT supervision of banks, along with &fasde and on-site tools an
instruments. Recently held mission was primarilycused on the off-sit
supervision, including the risk-based off-site swjs®ry tools and procedures. (
the basis of the provided report and recommendat©BA will further continug
targeting the AML/CFT supervisory policies.

Recommendation 30 (Resources, integrity and trainiy)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Reconsider resources for AML/CFT issues in allascand review and establig
clear integrity standards for law enforcement angeyvisors in the context ¢
AML/CFT.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Currently this Recommendation is in the processléempntation by various sta
authorities within the framework of their capacity.
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the report
Measures taken to| Different Training Programms were elaborated fav-enforcement agencies al
implement the | prosecutors, judges in order to allow prosecutos reational security servants

recommendations
since the adoption
of the first progress
report

get familiar with modern money-laundering and testofinancing investigation
techniques and methods. In addition to topics maetl above, trainings includ
following issues:

- Criminalization of Money Laundering;

- Criminalization of Terrorist Financing;

- Criminal-legal aspects of Money Laundering and Raiag of Terrorism;

- Specific investigation techniques, provisions ofimimal procedura
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legislation;

Freezing, seizure and confiscation;

International practice of civil confiscation;

Mutual legal assistance, information exchange amchéition;

ML typologies.

In accordance with adopted Training Programms,tralhings are conducted
collaboration with the IMF, World Bank and USAIDpx¢ts.

Recommendation of
the MONEYVAL
Report

More relevant AML/CFT training required for law enfement, prosecutors ar
judges.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

The Action Plan for the implementation of the Natb Strategy For Increasir
Transparency and Anticorruption 2007-2011 (the sécpational anticorruptio
strategy) envisages the organization of the joratnings for law-enforcemerj

A
t
officers, prosecutors and judges in the field dfcamruption and money laundering.
In order to implement this task, the Ad Hoc groas been established from amang
he
h

the representatives of the training centres ofldlheenforcement agencies and f{
chairman from the Anticorruption Department. The Adc group is charged wit
the development of the training curricula. Investign of the money launderin
offences was the subject of the series of traioirganized according to the plan
trainings run by the US Embassy and US Departmehisiice in 2008 and 2009.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Please see information above.

Recommendation of
the MONEYVAL
Report

Staff of all supervisory bodies should be requitedmaintain high professiona
standards and to keep professional secrets cortfleand clear ethical rules
should be developed.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

Staffs of all supervisory authorities designatedthy AML/CFT legislation are
considered to be civil servants. Relations betvatate and civil servants in the ar
of civil service and issues related to the legatiust of civil servants are regulated
Law of the Republic of Azerbaijan “On Civil Service

Article 18.0.8 of this Law requires from civil semts to keep confidentig
information revealed during performance of officdlties and not demand su
information excepting the cases anticipated by lodwhe Republic of Azerbaija
“On Civil Service”.

The Statutes of all supervisory authorities contaandatory provision to secure|
protect information obtained as a result of thetivy.
Additionally, article 18.0.12 of this Law requiré®m civil servants to observe th
ethics conduct rules. For this matter, Law of threp@blic of Azerbaijan “On rule
of ethical conduct of civil servants” was adoptad2D07. Objective of this Law t
determine the ethics conduct rules in relation itdl servants, as well as leg
framework to comply with the ethics conduct rulascording to the article 17.3 ¢
the mentioned Law civil servant shall not use th®rimation obtained durin
his/her term of service for his/her private inté&se®rovisions of the Law “On rule
of ethical conduct of civil servants”.

By article 17.4 of the AML/CFT Law Financial Moniing Service is obliged t
create an information protection system. Informati@ld by Financial Monitoring
Service shall be securely protected and used fer gbals of the AML/CFT
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

In addition, Regulation “On ethical behaviour ok tkemployees of the Financi
Monitoring Service under the Central Bank of thepiaic of Azerbaijan” was
approved by Order F-019 of the Financial Monitor8gyvice on June 1, 2010.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 31 (National co-operation)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

When the AML Law is passed, a working group atpkbliicy level to monitor thg
effectiveness of its application and the effecegsnof the system overall wol
assist.

n)

ild

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

As it has been already explained to the expertkarcourse of the Third Round
Mutual Evaluation, there is sufficient procedure place to monitor the
effectiveness of the AML/CFT framework. A Task Feron Measures again
Money Laundering and Financing of Terrorism wasataed in 2003 within thg
Government to coordinate interrelations betweemverit state authorities. |
Statute was adopted by the Government as well. Ak TlBorce consists d
responsible representatives of all AML/CFT stakdbad and chaired by the He
of Delegation of the Republic of Azerbaijan to MOXNEAL. In accordance with
its Statute, Experts Group meets every month. Aleitly this extra meetings m4d
be held on the initiative of its chair or other nimmrs. The Experts Group has
own Secretariat which is responsible for activityzooup.

its

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

Recommendation of
the MONEYVAL
Report

At the working level it is advised that the newbpainted FIU creates a workin
group or groups which reach out to the financiattee and relevant parts of th
DNFBP to assist the process of embedding the newigions into Azerbaijan
practice.

D Q

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

By item 11.9 of its Statute, Financial Monitoringr8ice is entitled with the powe

to establish interagency cooperation and conswdtatiodies, working groups

involves experts and specialists in its activityd @rders independent researches
With this in mind,ad hocworking group had been created for the purposessist
to the financial sector and DNFBP in the processmibedding the new AML/CF]
Law.

—

P

Measures taken to
implement the
recommendations

since the adoption

This issue has already been clarified in the firegress report.
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of the first progress
report

Recommendation of
the MONEYVAL
Report

Similarly, the FIU will need to co-operate in a tegtway than the NBA is able to ¢
at present with law enforcement to ensure thatRh¢ receives feedback on th
cases it sends to law enforcement and is thustaligve feedback to the reportin
entities.

o
e
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Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

Based on items 10.9 and 10.10 of its Statute Fiahionitoring Service fulfils

following functions in accordance with the scopedtivity set forth by the Statute:

when during the analysis of reports or other dateating the elements of
crime in transaction, submits information on leggtion of criminally obtaineg
funds or other property to the General Prosecutfiic® of the Republic of
Azerbaijan, and information on the financing ofrégism to the Ministry of
National Security of the Republic of Azerbaijan ayads feedback from them;
when obtaining information on non—compliance oéfinial institutions ang
DNFBPs with the requirements of the AML/CFT Law sits such information t(
the relevant supervision authorities for enforceimda these persons (
administrative or stipulated by the national legfisin other measures and g
feedback from them.

In order to implement the provisions of the FATFcB®mendation 25 Financi
Monitoring Service shall provide the financial ihgions and DNFBP that ar
required by AML/CFT Law to submit information, witdequate and approprig
feedback (item 10.15 of the Statute).
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

In addition, Memoranda of Understanding were sighetween the Financig
Monitoring Service and Department against Corruptionder the Generg
Prosecutor Office in February 2010 and betweerFihancial Monitoring Servicg
and Ministry of National Security (MNS) in May 2018imilar Memoranda wer
also concluded with the supervision authorities.

According to the Memoranda, the GPO and the MNSreggired to provide th
Financial Monitoring Service with the feedback ¢ tcases which were sent
them previously.

11

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives

Recommendation 32 (Statistics)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

More statistics need to be available to review penfance of AML/CFT systems
a regular basis.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

the report

Under the AML/CFT Law (article 18) and in order tmentralize statistica
information, General Prosecutor Office and the ktityi of National Security withir
the framework of their powers shall submit statatinformation on the offence
related to the legalization of criminally obtainfdhds or other property and t
financing terrorism to Financial Monitoring Servioe semiannual basis.
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Regulation and a form of information submissionlvié defined by Financig
Monitoring Service together the law enforcemenhairities.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

The Regulation “On submission of statistics on dmah cases connected wi

money laundering or terrorism financing to the Rtial Monitoring Service” was
approved by the Ministry of Justice, Financial Moring Service, General

Prosecutor Office and Ministry of National Securidyp February 9, 2011. Th
document is placed on the Financial Monitoring 8&rv web-page
http://iwww.fiu.az/en/legislation/by-laws

Detailed statistics are provided in “Statisticsttsen of the current report.

Recommendation of
the MONEYVAL
Report

Keep comprehensive statistics on ML investigatipngsecutions and conviction
and on provisional measures and confiscations in ddkses and in other majg
proceeds generating cases.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Please see item above.

the report
Measures taken to| The Regulation “On submission of statistics on anah cases connected wi
implement the | money laundering or terrorism financing to the Ricial Monitoring Service’

recommendations
since the adoption
of the first progress
report

which was approved by the Ministry of Justice, Ritial Monitoring Service
General Prosecutor Office and Ministry of NatioSacurity on February 9, 201
enables the authorities to keep full statistics Mh and TF investigations
prosecutions and convictions and on provisionalsmess and confiscations in M
or TF cases and in other major proceeds genercasegs.

Detailed statistics are provided in “Statisticsttsan of the current report.

Recommendation of
the MONEYVAL

Keep statistics on MLA and FIU to FIU cooperatiohem the FIU is establishe

and keep statistics showing the range of intermatiocooperation by the

h
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Report supervisory authorities with their counterparts.

Measures reporte| Based on its Statute, Financial Monitoring Sensball prepare relevant statistic
as of 7 Decembel reports in accordance within the scope of its @gtiand publicly release periodic
2009 to implemen| renorts including statistics, typologies and tremdswell as other information in
e . relation to its activity.

Recommendation o

the report

Measures taken to| During 2010 and 2011 the Financial Monitoring Seevsent 4 requests to foreign
implement the | FIUs, while the number of received internationajuests was 9.

recommendations
since the adoption
of the first progress
report

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

In 2010-2011 the Financial Monitoring Service sghinternal requests, including;

33 requests to reporting entities,

9 requests to Ministry of Interior,

6 requests to GPO,

6 requests to MNS,

2 requests to State Real Estate Register,

1 request to Central Bank,

1 request to State Commission for Securities,
1 request to Ministry of Taxes,

1 request to State Border Service

During mentioned period the Financial MonitoringnBee received 7 internd

12C
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requests, including:

3 requests from Ministry of Interior

2 requests from GPO

1 request from State Customs Committee
1 request from MNS.

Recommendation 33 (Legal persons — beneficial owrsgr

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Commercial, corporate and other laws do not requa@equate transparend
concerning the beneficial ownership and contrdegl persons.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

In order to implement this Recommendation it isgesed to amend the Law of t
Republic of Azerbaijan “On the state registratiowl atate register of legal person
with new provisions concerning the beneficial ovamgp and control of legg
persons. After amendments it will be mandatory tovige information on
beneficial owner for establishment of a legal persddditionally, information on
beneficial owner alongside with other data will ibeluded state register of leg
persons.

Also it is proposed to implement essential criterfaRecommendation 5 into t]
article 9 of the AML/CFT Law:

Amended article 9.8.The monitoring entities, in cases stipulated itickr 9.2 of
this Law, shall verify the identification data dfieir customers and benefici
owners using reliable, independent sources. Forcaditomers, the monitorin
entities should determine whether the customerciing on behalf of anothg
person, and should then obtain sufficient iderdift;m data stipulated in article
9.4-9.6 of this Law to verify the identity of thather person.

For customers that are legal persons, the mongagintities are required to tal
reasonable measures to understand the ownershipcamtdol structure of the
customer, and to determine who are the naturalopsrshat ultimately own o
control the customer (this includes those persons exercise ultimate effectiv
control over a legal person or arrangement).

ne
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In order to ensure the full transparency concerttiegbeneficial owner and contr
of legal persons, the several amendments are @asdido be made to the Law
“State Registration and State Registry of Legalitlest and the Civil Code of th
Republic of Azerbaijan. Draft amendments consider:

v Registration of shares in a centralized mannérérdepositary;

v De-materialization of bearer shares;

v Registration of beneficial owners of the legal pess

v Ensuring of law enforcement and FIU access to nif@rination regarding
to beneficial owner and control of legal person;

v/ Setting out companies obligation to disclose infation regarding thei
shareholders to the centralized registry at apptsptime;

v/ Setting out an obligation of nominal shareholdersdisclose beneficig
owners of held shares;

v Keeping up-to-date and accurate information inréugstries.
Also, please see attached file of amendments.

11

Recommendation of
the MONEYVAL
Report

No full transparency of the shareholders of comeanthat have issued bear
shares and no specific measures taken to ensuté#aaer shares are not misus
for money laundering.
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Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

According to the article 106-2.1 of the Civil Codejnt stock companies alr
required to perform the registry of the sharehaldey later than 30 days after t
registration of the joint stock company.

According to the article 2.1 of the “Regulations disclosure of information an
conclusion of transactions with affiliated persdmg the issuers of investme
securities” companies shall disclose the infornmatiegarding the appointment
the members of the board, of the board of directexecutive board, as we
information regarding their ownership of more tlH&@86 in other legal persons.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Please, see information above.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 35 (Conventions)

d
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Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Criminal legislation ratifying the Vienna and Paheo Conventions and th
Terrorist Financing Convention should be furtherearded to fully ensure that th
money laundering offence fully reflects the terrhshe Conventions so far as
consistent with fundamental principles of dome&iw, and that the terroris
financing offence is fully consistent with the 1@@thvention.
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Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Please see comments in relation to FATF Recommiendat

the report
Measures taken to| Please see comments in relation to Recommendatiod SR |I.
implement the

recommendations
since the adoption
of the first progress
report

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives




Recommendation 38 (MLA on confiscation and freezing

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

The Azerbaijani authorities are recommended to idmnsa review of existing lay
and practice in this area to identify any featurelsich may act as barriers to th
development of practical co-operation of this type.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

In order to broad range of offences susceptibledofiscation domestically an
align provisional measures with the FATF Recommé&nda3 it is proposed tq
amend sanctions of all designated categories nfesriwith confiscation (availab
for the basic and aggravating forms of the crime).

Based on article 20 of the AML/CFT Law, state auties of the Republic o
Azerbaijan carrying out their activity in the fietedf combating the legalization ¢
criminally obtained funds or other property and tieancing terrorism, sha
cooperate with the competent authorities of foreitates in this area, exchange
information on committed crimes, execution of theurt decisions and criming
prosecution in accordance with the legislationhef Republic of Azerbaijan and tk
international treaties to which the Republic of Amdjan is a party.

The execution of requests on legal assistancddtiae to legalization of criminally
obtained funds or other property and the finantargorism, also the recognitig
and execution of the court decisions of foreigntestain that sphere shall f
regulated in accordance with the legislation of Republic of Azerbaijan and th
international treaties to which the Republic of Awmdjan is a party.

Funds or other property confiscated on the territdfrthe Republic of Azerbaija
may be fully or partially delivered to the stateesd the court decision has be
made.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

Under Article 521 of the Criminal Procedure Cod® tourts of the Republic ¢
Azerbaijan are required to deal with the enforcamdnudgments or other fing
decisions given by the courts of foreign stateadoordance with the provisions
this Code, criminal and other legislation of thepRaic of Azerbaijan, and th
international instruments to which the Republida€rbaijan is a party.

MLA on confiscation and freezing is envisaged bg thternational instruments {
which the Republic of Azerbaijan is a party. Inggianal instruments to which th
Republic of Azerbaijan is one of the parties cdaian integral part of legislatiy
system of the Republic of Azerbaijan, and are Iigdior all natural and legd
persons.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Recommendation 40 (Other forms of co-operation)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Establish a FIU and apply to Egmont.

Measures reporte

Based on Presidential Decree dated February 23 20@ in order to provid

11

12:



as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

implementation of the state policy in AML/CFT sphgto improve the supervisiq
system and to coordinate the activity of the retéaate authorities in this field th
Financial Monitoring Service under the Central Bafithe Republic of Azerbaija
has been established.

The Financial Monitoring Service is guided in itgigity by the Constitution of thg
Republic of Azerbaijan, international agreements which the Republic o
Azerbaijan is a party, the AML/CFT Law, its Statuded relevant internationg
standards.

The Director and Deputy Director of the newly efishied Service were appointe

by the President of the Republic of Azerbaijan.Statute, structure, staff and t
budget were also approved.

Financial Monitoring Service is authorized to emswelations of the Republic ¢
Azerbaijan with international organizations, to pemate with relevant agencies
other states and in accordance with the legislatmnconclude internationg
instruments (item 11.7 of the Statute).

Additionally, Financial Monitoring Service is emitl to initiate joining of the
Republic of Azerbaijan to international instrumerggarding the issues connect
with the scope of its activity.

Paying special attention to the international coafien, Financial Monitoring
Service requested the Egmont Group of FIUs fomtieenbership and submitted :

relevant documents to this end. At present, meat@application letter is under the

consideration by the Egmont Outreach Working Grang the financial monitorin
service is expecting for advises on further actimuired in order to become ¢
Egmont Group member.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Following its establishment in 2009, the Finandinitoring Service applied fo
the membership of the Egmont Group. After the ahittonsideration of th
application, the Financial Monitoring Service wasiied as the observer FIU to t
18" Egmont Group plenary. Since, the Financial Mathi Service participated i
two Working Group meetings in 2010 and 2011 andfid certain issues raiseg
by the Egmont Group.

During the 18 Plenary of the organization, the Financial Mornitgr Service
became the fully-fledged member of the Egmont Grofirinancial Intelligence
Units in July 2011. Taking into account the impaoda of information exchange

AML/CFT field, the Financial Monitoring Service wih a month connected to tl
Egmont Secure Web (ESW) system to ensure quick edfettive FIU-to-FIU
cooperation.

As of now, the Financial Monitoring Service has eiged one request fd
information from a foreign FIU via ESW and has duésponded to the requs
within 1-2 working days. Furthermore, following tlemission to the Egmor
Group, the Financial Monitoring Service has nongdathree staff members

become members of Egmont Working Groups and dherfh were approved as t
members of Legal, Training and Outreach Workingups
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Recommendation of
the MONEYVAL
Report

Establish a firm legal basis for supervisory exapes of information in TF (an
ML) and establish more practice.

d

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

the report

Implementation of thisRecommendation is one of the prioritied the Financia
Monitoring Service Action Plan. It is arranged to sign Memorandum
Understanding for exchange of information betweamesvisors as it is prescribe
by the FATF Recommendation 40.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

In 2010, the Financial Monitoring Service signedneanda of Understandin
with all supervisory authorities (Central Bank, hdtny of Justice, State Committg
for Securities, Ministry of Finance, Ministry of X@s, Ministry of Communicatio
and Information Technologies, Chamber of AuditoBar Association, Stat
Committee for Work with Religious Organizations) ander to ensure effectiv
cooperation in AML/CFT field. Effective exchange dfiformation forms g
component of these Memoranda of Understanding.

Also, please see comments in relation to Recomntiendz?.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives

Special Recommendation | (Implement UN instruments)

re

@ D

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Criminal legislation ratifying the Terrorist Finaireg Convention should be furthg
amended to fully ensure that the terrorist finagcoffence is fully consistent wi
the 1999 Convention.

14
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Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

Please see comments in relation to SR II.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Please see comments in relation to SR II.

Recommendation of
the MONEYVAL
Report

It is recommended that Azerbaijani authorities feine their system fo
implementing UN SC Resolutions relating to prewentand suppression (
financing terrorism (S/REC/1267 (1999) and S/REZBL@001) by developing arj
implementing the necessary procedures and mechanism
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Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Please see comments in relation to SR III.

the report
Measures taken to| Please see comments in relation to SR III.
implement the

recommendations
since the adoption
of the first progress
report

Recommendation of
the MONEYVAL

The following issues still need to be addressed:

liability of legal persons is not covered;

12¢



Report

awareness of some reporting entities with respedheir role in CTF
mechanism;

a specific procedure for unfreezing the funds tieotassets of persons
entities inadvertently affected by a freezing medm upon verificatior]
that the person or entity is not a designated perso

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

Concerning the introduction of criminal liabilityof legal persons please

informed as follows. Criminal Code of the Repubb€ Azerbaijan does nq
recognize legal persons as subjects of a crimdirestly stated in article 19 of th
Criminal Code, under which to criminal liability alhbe subjected person, who h

mental capacity, committed a crime and reachedompiate age, settled by the

Criminal Code. This provision reflects one of thendamental principles a
criminal legislation — the principle of personaHility of a person.

Nevertheless, Azerbaijani legislation establishifscidve sanctions against leg
persons for offenses related with money laundengterrorist financing. In

particular, article 348-3 of the Code of Adminisitra Infringements stipulates an

administrative fine of 8,000 up to 15,000 manats ¥lations of AML/CFT
legislation by legal persons.

Under article 6.3 of the AML/CFT Law, institutiorsperating under a licens
which are in breach of this Law, are subject t@macton of revocation (annulling
of the license.

Liquidation of legal persons implicated in terrorgctivities, including terrorist

financing, is envisaged in the Law of the RepuldiicAzerbaijan dated 18 Jur
1999 No. 687-1Q “On Suppression Terrorism”.

The possibility of court-ordered liquidation of amprofit institution engaged i
unlawful activity is envisaged in article 59.2.3tbe Civil Code and article 31 ¢
the Law of the Republic of Azerbaijan dated 13 JA860 No. 894-1Q “On non
governmental organizations (public associationsfands)”.

Finally, article 59.2.3 of the Civil Code of the Reblic of Azerbaijan stipulates th
a legal person may be liquidated by court decisfoit engages in activities
prohibited under legislation, or commits repeated goave violations of thg
legislation.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Please see comments in relation to Recommend&tiand 25, SR l.

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives
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Special Recommendation |l (Freeze and confiscatefrorist assets)

Rating: Non-compliant

Recommendation of
the MONEYVAL

Report

A comprehensive and transparent legal structure mm&ds to be put in plag
which ensures that all the financial sector recsidesignations and understands

its
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obligations under UNSCR 1267 and 1373.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Action Plan to improve the Azerbaijani AML/CFT sgst provides for a speci
item devoted to issue of bringing the nationaldkdion on freezing of assets in
line with the FATF Special Recommendation Il artk tother internationg
instruments. Regulation shall be prepared and apprto this end, and after th
legal framework will comply with the UNSCR 1267 ah873 and FATF SR lIl.

al
to
|
at

the report
Measures taken to| Regulation # 124 “On approval of the General Libtnatural or legal person
implement the | designated on the basis of relevant United Nat®eaurity Council Resolutions, as

recommendations
since the adoption
of the first progress
report

well as legislation of the Republic of Azerbaijamdainternational instruments g
counter terrorist financing to which the Republit Azerbaijan is a party” wa
adopted by the Cabinet of Ministers in June 250201

Currently, the AML/CFT Law and Ordinance of the @b of Ministers creates 4
overall legal and institutional framework which ares that all reporting entitie

receive designations and understands its obligatioler UNSCR 1267 and 1373.

In addition, taking into account the MONEYVAL recamndations the draft La
“On amendments to some legislative acts of the Riépaf Azerbaijan in the field
of prevention of the legalization of criminally afied funds or other property a
financing of terrorism” was drawn up in consultatiwith the IMF. The draft Law
among others creates effective freezing mechanisthirwvSR 1ll. Discussiong
regarding this draft Law are still ongoing and tmafize this process Azerbaija
authorities wait for the approval of revised FATEd@mmendations early next yg
in order to cover new tendencies and standards.
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Recommendation of
the MONEYVAL
Report

There should be a mechanism for conversion intob&an Law of designation
under UNSCR 1267 and in the context of UNSCR 13f@8&cifically, there shoul
be a clear national authority for designations und873 and for consideration ¢
foreign requests for designations. This mechanisost nassess without delg
whether reasonable grounds or a reasonable basstseto initiate in Azerbaijan §
freezing action (and subsequent freezing of fundstloer assets) in respect
persons designated by third countries.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

For the implementation of UNSCR 1267 (1999) a sgdbiecree 470 of 15 Jul
2000 of the President of the Azerbaijan Republis adopted. Civil Code provide
for the arrest of money resources on accounts utigedecision of the courts

cases stipulated by law. For the implementatioddNSCR 1373 (2001) Speci
Decrees 824 of 3 November 2001 and 920 of 11 M&p 20 the President of th

Azerbaijan Republic were adopted. The Decree dilag 2002 includes a Plan and

sets out the areas of responsibility for each Mipiand department and requir
them to take action to implement the Plan. The éadier decrees simply asked t
relevant ministries and departments to make plansplement the two UNSCR
While in respect of UNSCR 1267, the United Natid®scurity Council 1267
Committee designates persons whose assets ordomds be frozen, the evaluatg
were not advised of any competent authority fomgbdesignation of the perso
and entities that should have their funds or o#ismets frozen, or which examin
and, as appropriate, gives effect to the actionsatied under the freezin
mechanisms of other jurisdictions in the contexXt/BISCR 1373.
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Pursuant to Ordinance of Cabinet of Ministers #1&ns 3 and 4:

Item 3. General List shall consist of the Domestic Listnaetural or legal persor
designated on the basis of a national legislatioth iaternational instruments f{
which the Republic of Azerbaijan is a party— Doritekist, and International List
International List) determined according to the &uitated List of natural or legq
persons designated by the United Nations Secuigiyn€il Committee establishe

=




pursuant to UNSCR S/RES/1267 on 15 October 1989actordance with the
UNSCR S/RES/1267 on 15 October 1999, and in thdexgbrof the UNSCR
S/RES/1373 on 28 September 2001.

Iltem 4. General List shall be confirmed by the Financiabriiforing Service
published in the official newspaper, placed on theb—site of the Financial
Monitoring Service, and according to the legislation the prevention of the
legalization of criminally obtained funds or othgroperty and the financing of
terrorism sent to the supervision authorities, afl as to Fls and DNFBPs either
directly or through relevant supervision authositie

Moreover, items 6 and 12 of above mentioned Ordieassert that:
Item 6. Domestic List shall be determined by the MinistfyNational Security
either directly or under the reference of the GanhBrosecutor Office, Ministry g
Internal Affairs, Ministry of Justice and State Her Service, and submitted
without delay to the Financial Monitoring Servieg tonfirmation.
Item 12. International List shall be determined by the Idiny of Foreign Affairs|
(on the basis of Consolidated List designated ley $lanctions Committee), and
submitted without delay to the Financial Monitoriggrvice for confirmation.
Furthermore, pursuant to item 28 of this Ordinance:

Item 28. According to national legal principles and intdiomal instruments tg
which the Republic of Azerbaijan is a party, thendficial Monitoring Service
within the framework of its competence, is requite@xamine and give effect to, |if
appropriate, the actions initiated under the fregzimechanisms of other
jurisdictions as well as to ensure the prompt deitestion, whether reasonahble
grounds or a reasonable basis exists to initidteezing action and the subsequent
freezing of funds or other assets without delay.
Draft amendments related to implementation of SRdiinprehensively regulates
this issue:
19-1.1. The list of natural and legal persons sabjo sanctions for connection to
terrorist activities (hereinafter - the persons)dsfined by appropriate executiye
authorities pursuant to the relevant United Nati@ecurity Council Resolutions as
well as legislation of the Republic of Azerbaijarddnternational treaties to which
the Republic of Azerbaijan is a party, is approvpdblished, sent by financial
monitoring organ to the relevant government autties, monitoring entities and
other persons involved in monitoring.
19-1.2. The rules of listing and delisting of persdn the international and national
list of the designated persons as well as the seled frozen assets were determined
by the relevant executive authority (Financial Moring Service).
19-1.5. Based on the request of the foreign sthterelevant executive authorities
and the financial monitoring organ can take theidien to continue terrorist assefs
freezing measures initiated by the foreign stat¢hin territory of the Republic of
Azerbaijan. Such a decision is taken pursuant &l#gislation of the Republic of
Azerbaijan if there are sufficient grounds for zaey without delay of the assets|of
the persons indicated in the request.

=2

Recommendation of
the MONEYVAL
Report

All designations under 1267 and 1373 should be comirated promptly to al
parts of the financial sector.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

The United Nations lists are forwarded to the Miyisof Foreign Affairs, which
then pursuant to Presidential Decree # 920 dige#buhe lists by way of th
Government to the Ministry of National Security, i@l Bank, Ministry of
Finance, Customs Committee, and Ministry of therot, Ministry of Justice, thg
Prosecutor General, and the State Committee orri8esuLists of other countrie

[¢)

117

n

128



the report are also circulated in the same way.
Measures taken to| Pursuant to Item 4 of the Ordinance, General Lislisbe confirmed by the
implement the | Financial Monitoring Service, published in the offil newspaper, placed on the

recommendations
since the adoption
of the first progress
report

A%

web-site of the Financial Monitoring Service, anakdd on Article 7.3 of th
AML/CFT Law sent to the supervision authorities,vesll as to reporting entitie
either directly or through relevant supervisionhauities.

By the articles 7.2.5 and 11.3 of the AML/CFT Laweporting entities are obliged
to freeze without delay terrorist funds or othesets of designated persons, and
immediately make STR to the Financial Monitoring\iiee about it.
Moreover, the draft Law envisages the sendingstfdf designated persons to gll
institutions and persons19-1.1. The list of natural and legal persons subject to
sanctions for connection to terrorist activitiee(hinafter - the persons) is defined
by appropriate executive authorities pursuant te trelevant United Nations
Security Council Resolutions as well as legislatidrthe Republic of Azerbaijan
and international treaties to which the Republic Aferbaijan is aparty, is
approved, published, sent by financial monitorimgam to the relevant government
authorities, monitoring entities and other persamsolved in monitoring.

n

Recommendation of
the MONEYVAL
Report

All parts of the financial sector which may holdgeted funds should be given
clear guidance on the wide meaning of funds orrodissets in the context of SR.I|I,
as defined in Criterion 111.4.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

This Recommendation will be implemented by wayrainings.

=

the report
Measures taken to| The Financial Monitoring Service on the regulari®&slds trainings (in total 3) fq
implement the | the reporting entities with the purposes of raisawareness in the area of the

recommendations
since the adoption
of the first progress
report

implementation of the relevant legislative instrumse as well as send circular
letters to such targeted institutions with clead @emprehensive definition under
the SRL.III.

Recommendation of
the MONEYVAL
Report

All of the financial sector needs to understand twbethe system is administrative
in the sense that they are positively required a&et initial freezing action
themselves, or whether they should simply notifya@thority of a match with

view to an application by the competent authorifi@sa freezing order from th
courts.

(D & U/

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Currently AML/CFT Law contains provisions on lededezing mechanism. There
are concrete requirements on the financial ingitst and DNFBPs as to their
duties on notification of competent state authesiti

the report
Measures taken to| The reporting entities are aware on their obligatiander the SR Il framework. B
implement the | the articles 7.2.5 and 11.3 of the AML/CFT Law, agjng entities are obliged {

recommendations
since the adoption
of the first progress
report

o<

directly freeze without delay terrorist funds ohet assets of designated persans,
and immediately make STR to the Financial Monitgt8ervice about it.

Recommendation of
the MONEYVAL
Report

=

There needs to be publicly known procedures fdistieg and unfreezing and fqg
those inadvertently affected by freezing mechanisms

Measures reporte

Special Regulation expected to be prepare withirAetion Plan will cover thig

12¢



as of 7 Decembe
2009 to implemen
the

Recommendation o

issue.

the report
Measures taken to| The procedures for de-listing and unfreezing amdtfose inadvertently affected |
implement the | freezing mechanisms are stipulated by the Regulatid24 “On approval of th

recommendations
since the adoption
of the first progress
report

General List of natural or legal persons designatedhe basis of relevant Unite
Nations Security Council Resolutions, as well agislation of the Republic g
Azerbaijan and international instruments on coutgsorist financing to which th
Republic of Azerbaijan is a party”, which was adapby the Cabinet of Ministel
in June 25, 2010.

In addition, this issue was taken into considematio the draft Law “On
amendments to some legislative acts of the Repualbliszerbaijan in the field o
prevention of the legalization of criminally obtath funds or other property af
financing of terrorism”:

“19-1.6. When the assets of the person were inahtirifrozen, these assets sl
be promptly released once the initial applicatienmade by the person or t
mistake is corrected. The financial monitoring amganakes the decision (@
immediate release of frozen assets upon the apiplicaf the person whose ass
were inadvertently frozeh

Dy
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Recommendation of
the MONEYVAL

The Azerbaijan authorities may wish to considerrtezits of a more administrativ

n 0

procedure for handling SR.II in its entirety, setf to proper safeguard
Report (especially with regard to bona fide third Parties)
Measures reporte| This Recommendation is one of targets of proposgliRtion.

as of 7 Decembe
2009 to implemen
the

Recommendation o

the report
Measures taken to| This issue is covered by the Regulation # 124 “Ppraval of the General List g
implement the | natural or legal persons designated on the basisl@fant United Nations Securi

recommendations
since the adoption
of the first progress
report

Council Resolutions, as well as legislation of tRepublic of Azerbaijan an
international instruments on counter terrorist ficiag to which the Republic g

Azerbaijan is a party”, which was adopted by théi@at of Ministers in June 2%

2010.

In addition, draft Law “On amendments to some lagjige acts of the Republic ¢
Azerbaijan in the field of prevention of the legaliion of criminally obtained fund
or other property and financing of terrorism” emagss:

“19-1.7. Designated persons, the persons whosesasgee frozen as well as al
other persons whose rights were violated as a tesfuthe measures specified
Article 19-1.3 may apply to the courts of the Rdipubf Azerbaijan in order tqg
protect their rights’

0 =

ny
in

Recommendation of
the MONEYVAL
Report

All supervisors should be actively checking cormgle@with SR.III and sanctior]
should be available (to be applied by the supersjsfor non-compliance.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

the report

There were not any cases of breach legislation ezoitgy SR 1ll, and possibl
sanctions hadn’t been applied in practice.

13C



Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

No additional information on this point.

Recommendation of
the MONEYVAL

Dedicated AML/CFT legislation is required that inges duties on the regulated

sector with sanctions in the event of non-compkanc

Report
Measures reportef AML/CFT Law contains provisions on legal freezingechanism. There afe
as of 7 Decembel concrete requirements on the financial institutiand DNFBPs as to their duties pn

2009 to implemen
the
Recommendation o
the report

notification of competent state authorities. CutiseMinistry of Foreign Affairs
and FIU are designating authorities for UNSCR 1a6d 1373.

Under the circumstances listed below financialitabns and DNFBPs shall not

execute the transactions for 2 business days amil smke STR to FIU
(administrative freezing):

terrorist financing;
on any transaction with the funds or other propertgociated with th

in situations that cause suspicions or reasonabléngs for suspicions that
funds or other property are the proceeds of a namactivity or are related tp

citizens of the country (territory) determined hg t=1U, with the persons registered

or that, who has a residency or permanent businetsss country (territory), with
the persons who has a bank account in banks reggistethis country (territory);
foreign country;

» on transfer of funds from anonymous accounts that eut of the
jurisdiction of the Republic of Azerbaijan to the@iblic of Azerbaijan, as well g
transfer funds to the anonymous accounts that areofothe jurisdiction of the
Republic of Azerbaijan.
Under the AML/CFT Law, Financial Monitoring Servibased on the informatig
obtained, shall within 2 business days take detitiosuspend the execution of
STR. Execution of an STR shall suspended by Fimamdonitoring Service for
72 hours period.

Where Financial Monitoring Service takes decisiorsiispend the execution of
STR the decision and relevant documents shall beeitiately sent to the staj
authorities which are responsible for criminal gmgion on legalization g
criminally obtained funds or other property (GemeRPaosecutor Office) and th
financing of terrorism (Ministry of National Secty).

Such freezing should take place without delay arthout prior notice to the

designated persons involved. The persons violatitig) requirement shall beg
criminal liability. The Criminal Code of the Repitblof Azerbaijan was amendg
by the article 316—2 with below content:
Article 316-2. Disclosure of information about the measures to be taker
against the legalization of criminally obtained furls or other property and the
financing of terrorism

316-2.1.Except the cases prescribed by the Law, disclodweemeasures to 4
taken against legalization of criminally obtainedds or other property by a pers
to whom these data has been trusted or known giteer

shall be punished by the penalty at a rate frofd @anats up to 3 000 manats,
with imprisonment for the term up to one year wd#privation of the right to hol

on any transactions from bank accounts of polificakposed persons of

an
te
f
e

N
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d

the certain posts or to engage in the certain iiesvfor the term up to three yeg
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or without it.

316-2.2.Except the cases prescribed by the Law, disclotwwemeasures to I
taken against financing of terrorism by a persowliom these data has been trug
or known on service—

shall be punished by the penalty at a rate frofd@®rmanats up to 4 000 manats,

with imprisonment for the term up to two years wdtprivation of the right to hold

the certain posts or to engage in the certain itiegvfor the term up to three yeg
or without it.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other

(Other)
since

enforceable means”

and other relevant
initiatives

Taking into account the MONEYVAL recommendationbg tdraft Law “On

amendments to some legislative acts of the Repualbliszerbaijan in the field of
prevention of the legalization of criminally obtadh funds or other property and
financing of terrorism” was drawn up in consultatiwith the IMF. Discussions
regarding this draft Law are still ongoing and tmafize this process Azerbaijah

authorities wait for the approval of revised FATEd@mmendations early next yg
in order to cover new tendencies and standards.

The draft Law among others creates effective frepznechanism within SR |l
which is going to be implemented into the AML/CFavi

Article 19-1. Freezing the assets of natural arefhl persons subject to sanctio
for connection to terrorist activities

19-1.1. The list of natural and legal persons sabjo sanctions for connection
terrorist activities (hereinafter - the persons)defined by appropriate execulti
authorities pursuant to the relevant United Nati@ecurity Council Resolutions

well as legislation of the Republic of Azerbaijardanternational treaties to which
the Republic of Azerbaijan is a party, is approvpdblished, sent by financial

monitoring organ to the relevant government auttiesi monitoring entities an
other persons involved in monitoring.

19-1.2. The rules of listing and delisting of persdn the international and nationg
list of the designated persons as well as the seled frozen assets were determil
by the relevant executive authority.

19-1.3. Assets of these persons must be frozenuwitimy delay by any person |i

the territory of the Republic of Azerbaijan and teéevant executive authority arj
financial intelligence organ shall be immediateljarmed hereof.

19-1.4. Except the cases specified in Article Bdf. the Law, the assets of t
persons are frozen indefinitely and the frozen tasaee released immediately aft
the delisting of the person.
19-1.5. Based on the request of the foreign sthterelevant executive authoriti¢
and the financial monitoring organ can take theigien to continue terrorist asse
freezing measures initiated by the foreign statéhin territory of the Republic g
Azerbaijan. Such a decision is taken pursuant &ldégislation of the Republic
Azerbaijan if there are sufficient grounds for ey without delay of the assets
the persons indicated in the request.

19-1.6. When the assets of the person were inahibrifrozen, these assets sh
be promptly released once the initial applicatianmade by the person or t
mistake is corrected. The financial monitoring amganakes the decision (@
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immediate release of frozen assets upon the apiplicaf the person whose ass
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were inadvertently frozen.

19-1.7. Designated persons, the persons whosesassge frozen as well as a
other persons whose rights were violated as a tesfuthe measures specified
Article 19-1.3 may apply to the courts of the Rdipubf Azerbaijan in order tqg
protect their rights.

19-1.8. Use of frozen assets by the designatedpte cover necessary living al
unexpected costs as well as taxes and duties islucted pursuant to th
procedures established by the relevant executitteoaity.

ny
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Special Recommendation V (International co-operatin)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

Broaden the TF offence to avoid dual criminalityolplems (in mutual legd
assistance).

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Please see comments in relation to SR II.

the report
Measures taken to| Please see comments in relation to SR II.
implement the

recommendations
since the adoption
of the first progress
report

Recommendation of
the MONEYVAL
Report

Broaden the TF offence to avoid potential dual anedity problems (extradition).

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Please see comments in relation to SR II.

the report
Measures taken to| Please see comments in relation to SR II.
implement the

recommendations
since the adoption
of the first progress
report

(Other)
since

changes
the  first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant

initiatives

Special Recommendation VI (AML requirements for morey/value transfer services)

Rating: Partially compliant

13
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Recommendation of
the MONEYVAL
Report

The authorities should implement requirements latien to Recommendations
11, 13-15 and 21-23 for the MVT service providers.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Please see comments in relation to these Recomtimrsdabove.

the report
Measures taken to| In accordance with the Law “On Banks” the servimetfansmission of money shall
implement the | provided only by banks. Therefore, the risks thatild occur in this sphere afe

recommendations
since the adoption
of the first progress
report

addressed by the relevant requirements of the AMTL/Caw (Articles 16, 9, 9-1, 12

1,10, 9-2, 7, 11, 14, 15), and other legislation.
Also, please see comments in relation to those Remmdations above.

pe

Recommendation of
the MONEYVAL
Report

The sanctioning system for infringements of thetiexgj legislative acts requirin
court decisions via application of the supervis@ythorities does not work i

practice as no sanctions apart from NBA correctiveasures for banks have be

imposed so far. It should be amended to provideufoeffective sanctioning regim

en

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Please see comments in relation to Recommendation 1

the report
Measures taken to| Please see comments in relation to Recommendation 3
implement the

recommendations
since the adoption
of the first progress
report

Recommendation of
the MONEYVAL
Report

The legislation should be amended in order to pmeeeminals or their associates

from holding or being the beneficial owner of arsfigant or controlling interest o
holding a management function in a bank.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

Pursuant to article 10.1 of the Law “On Banks”, austrators of banks, the
branches, divisions, representations and local des and representations
foreign banks shall be the persons having fit aoger characteristics.

Administrators are the members of Controllers’ BlhaAudit Committee and

Management Board of the Bank, as well as chief @utzmt of the bank (head
accounting service), employees of internal auditisdin, managers and chi
accountants of branches, departments and repréeastaf the bank.

Persons having fit and proper characteristics —#lgiimpeccable natural perso
who is thought to be fair and trustful for its sacposition and profession

gualities, experience, business interests of wihetskim be the owner of majority

participation share in the bank, administrator, gerary administrator an
liquidator.
Civil impeccability for the owner of majority of pcipation share, and if it is th

of

Df
pf

)

D

legal entity, for management of his executive arities, as well as the management

of subsidiary structures of the bank means theraesef criminal conviction fo
willfully committed crimes; for administrator, teropary administrator an

liquidator — absence of conviction for a committerdime, absence for crimina

records on serious and especially serious crimasstgproperty or in the sphere

L
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economic activity, absence of restrictions by tloeirt order, for holding of thg
position or engagement in professional activitassence of the fact on insolven
announcement by the court.

Article 22 of the Law “On Banks” regulated the redton of a significant of
controlling interest in the charter capital of th@nk. Based on this article Cent
Bank shall reject the issuance of permits in follayw«cases:

proper characteristics;

if the natural persons do not have fit and projaracteristics.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Special Recommendation VII (Wire transfer rules)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

The information needed for domestic wire transfef®uld include also th
originator's address and an obligation that the amhation included in wirg
transfers is meaningful and accurate should bevidet!.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

As it has been already explained to the experteercourse of the Third Round
Mutual Evaluation, there are sufficient legal pgwns concerning the originaton
address and an obligation that the information uidetl in wire transfers i
meaningful and accurate, in the Regulation “On Regime of Foreign Curreng
Transactions by Residents and Non-Residents inRbepublic of Azerbaijan’
approved by the Central Bank.

According to item 4.4 of Regulation an application wire transfer shall includ
the information stipulated in the ID documents ofadural person (first name, g
name and surname; type, serial number of an ideatidn document, as well 3
date of issue and the name of an issuer authtimggyoriginator's address). Based
internal procedures, credit institutions may regsinbmitting additional data.
Where it is impossible to identify the parties afrisaction in order as defined
the AML/CFT Law or whether refused from submittigntification information
on the customer or beneficial owner, credit inftitus shall not perform th
relevant transaction.

Additionally, under the provisions of the AML/CFTalv, credit institutions sha
conduct CDD for customers and beneficial ownersotgefcarrying out wirg
transfers (regardless of their amount).

Measures taken to
implement the
recommendations

since the adoption

This issue has already been clarified in the firegress report.
In addition, pursuant to the Regulations “On castrensactions and encashment
values by credit organizations in the Republic oferbaijan”, following

117

if managers of executive authorities of legal perse not have fit and
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of the first progress
report

identification information shall be obtained in pest of both originator an

beneficiary: i) Name, middle name and surnameAdgress, iii) ID Document

details. Mentioned information shall be checkeddocuracy and included in th
“Form on money transfers without an account” (pdesse Annexes) and sent w
the transfer to the next Fl in the payment chain.

Recommendation of
the MONEYVAL
Report

The requirements for each intermediary and berafjcfinancial institution in thg
payment chain to ensure that all originator infortioa that accompanies the wi
transfer is transmitted with the transfer must bided in the legislation.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

After the Third Round of Mutual Evaluation, speciRégulation concerning wirg
ted
Df

transfers (reflected abovementioned issue as Watl)been prepared and submit
for state registration. Provisions of FATF Methampf to SR VII and experience
countries having positive ratings on SR VII weredaly used.

the report
Measures taken to| Please see information above.
implement the

recommendations
since the adoption
of the first progress
report

Recommendation of
the MONEYVAL
Report

The sanctions regime concerning SR VII must be mmamte effective in order to b
applied in practice

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

There were not any cases of breach legislationeraimy SR VII, and possibl
sanctions hadn’t been applied in practice.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

There were not any cases of breach legislationeroimy SR VII, and possibl
sanctions hadn’t been applied in practice.

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

D

D

e
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Special Recommendation VIII (Non-profit organisatians)

Rating: Non-compliant

Recommendation of
the MONEYVAL
Report

Powers should be set out in the law and regulationsnsure that known terroris
organisations would be prohibited from establishiaglegitimate NPO or tg
becoming part of it in a later stage.

.

D

—

Measures reporte
as of 7 Decembe
2009 to implemen

the

Article 11.3.2 of the Law of the Republic of Azeijpa “On the state registratio
and state register of legal persons” is dealingh wiises when prohibited
establish legal person.

=]

to
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Recommendation o So, by the Draft Law it is proposed to amend aticl.3.2 of the Law in such a way

the report that when the founder of a legal person is a tetrasrganization it shall be
prohibited to establish legal person.

Measures taken to| This issue has already been clarified in the firegress report.

implement the

recommendations

since the adoption

of the first progress

report

Recommendation of| The Azerbaijani authorities should periodically imv NPOs/NGOs with the object

th;e M?NEYVAL of assessing terrorist financing vulnerabilities.

epor

Measures reporte| Currently Ministry of Justice of the Republic of érbaijan carries out supervision

as of 7 Decembe functions over the compliance with the requiremesitg¢he AML/CFT Law in

2009 to implement relation to the NGOs.

tF';e : In order to implement the MONEYVAL Recommendatibased on the Draft Layw

ecommendation O uinle 29 4 of the Law “On non-governmental orgations (public associations

the report " )
and funds)”shall be set forth as follows:
“29.4.Financial activity of the Fund and the non—goveental organisation part of
activity of which consists of receiving, collectindelivering or transferring the
funds, shall be subject to annual external auditthy auditor licensed far
implementation of auditor activities. Audit is pemhed in accordance with
legislation of the Republic of Azerbaijan. Mentidne non-governmental
organizations that passed an audit inspection shddmit annual report and the
opinion of the auditor to the relevant executivehatity not later than the 1st of
April annually. The form, content and the procedoiréhe submission of the reports
is defined by the relevant executive authority.
The submitted report is evaluated by the relevaetetive authority in order tp
reveal the activities of non-governmental orgasms tontradict to the ones specified
by the Statute of the non—governmental organisatieveal the facts whether the
non—governmental organisation is in a process mbrist financing or any other
criminal act. When the facts of legal breachesravealed the measures prescribped
by this Law shall be implemented.
The non—governmental organisation shall carry oeasares as defined by the
relevant legislation for the purposes of preventibithe legalization of criminally
obtained funds or other property and the financifigrrorism.”

Measures taken to| This issue has already been clarified in the firegress report.

implement the

recommendations

since the adoption

of the first progress

report

Recommendation of| A permanent independent audit should be carriedimairder to ensure that funds

the MONEYVAL are used for the stated purposes, to check if uhes have reached the intended

Report beneficiary and to detect misdirection of the funds

Measures reporte( Please see item above.

as of 7 Decembe Also for further implementing of MONEYVAL Recommeaiibns it is proposed tp

2009 to implement gmend the Law “On non-governmental organizationsbl{p associations and

tF:‘eecommen dation o funds)” and add article 29.5 with below content:

e e “29.5.Receiving of funds from foreign countries or tri@mgng of funds to foreigr
countries by a non—governmental organisation shalexecuted through a bank
account of the non—governmental organisation.
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The non—governmental organisations shall mainfaina period of at least 5 yeatr
and make available to competent authorities andrésted persons, as well
submit on the basis of a request, documents stqullz the article 29.4 of thi
Law, records of domestic and international finahcigperations and othe
transactions, as well as information on the purpase objectives of their state

activities and the identity of person who own, cohbor direct their activities]

including founders, participants, members, asdistanfficial persons, beneficia
owners, donors, branches and representative affices

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Recommendation of
the MONEYVAL
Report

The NPOs/NGOs should be required to take prevem@rdication measures t
ensure that their entities, as well as their partrmeganisations are not bein
penetrated or manipulated by terrorists or terroriganisations. Such preventi
measures should also include special training papgs for the designate
authorities which are in charge of supervising tiBOs/NGOs sector. Terroris
financing experts should work with NPOs/NGOs supery authorities to raisg
awareness on the problems faced and to alert tlaegkorities to the specifi
characteristics of terrorist financing.

Measures reporte
as of 7 Decembe
2009 to implemen
the
Recommendation o
the report

Currently, NPOs/NGOs shall implement all measutgsikted in the AML/CFT]
Law concerning the identification and verificatia customers and benefici
owners, documenting, filing, archiving and the riegment of reporting of CTR an
STR, and establishing the internal control system.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

Recommendation of
the MONEYVAL
Report

A further review of the laws on NPOs/NGOs basedannassessment of tf
vulnerabilities and needs of the sector should faeutaken.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

All MONEYVAL Recommendations concerning SR VIII hbeen reflected in th
Draft Law.

w
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(Other) changes
since the last
evaluation

In order to implement MONEYVAL Recommendationssitiroposed to amend tk
Law of the Republic of Azerbaijan “On non-governnarorganizations (publi
associations and funds)”:

1. replace the words «on the use of its property Fbad» by the words «o
financial means and expenditures Fund and the nwargmental organization or
of the functions of which is acquiring, collectiagd transferring funds» in artic
29.3.

2. article 29.4 shall be set forth as follows:

29.4. Financial activity of the Fund and the non—goveental organisation part g
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activity of which consists of receiving, collectindelivering or transferring th

D

13¢€



funds, shall be subject to annual external audittiy auditor licensed fcj
implementation of auditor activities. Audit is pamhed in accordance wi

legislation of the Republic of Azerbaijan. Mentiohe non-government

organizations that passed an audit inspection shddmit annual report and the
opinion of the auditor to the relevant executivéhatity not later than the 1st of

April annually. The form, content and the procedoiréhe submission of the repor
is defined by the relevant executive authority.

The submitted report is evaluated by the relevaetetive authority in order t
reveal the activities of non-governmental orgasms tontradict to the ones specifi

by the Statute of the non—governmental organisatieveal the facts whether the

non—governmental organisation is in a process mbrist financing or any othe
criminal act. When the facts of legal breachesravealed the measures prescril
by Law shall be implemented.

The non—governmental organisation shall carry oetasares as defined by t
relevant legislation for the purposes of preventibrthe legalization of criminally
obtained funds or other property and the financifigrrorism.

3. add article 29.5 with below content:

29.5. Receiving of funds from foreign countriestr@nsferring of funds to foreig
countries by a non—governmental organisation ghalkexecuted through a ba
account of the non—governmental organisation.

The non—governmental organisations shall mainfaina period of at least 5 yeatr
and make available to competent authorities andrésted persons, as well
submit on the basis of a request, documents stgzlla the article 29.4 of thi
Law, records of domestic and international finahc@gperations and othe
transactions, as well as information on the purparsg objectives of their statg
activities and the identity of person who own, cohtor direct their activities
including founders, participants, members, asdistanfficial persons, beneficiz
owners, donors, branches and representative affices
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Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firsgress report.

(Other)
since

changes
the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives

Special Recommendation IX (Cross Border declaratiomand disclosure)

Rating: Partially compliant

Recommendation of
the MONEYVAL
Report

There is a need for measures to strengthen thecitgpal Customs to detect fun
possibly linked with money laundering and finanaifgerrorism.

Measures reporte
as of 7 Decembe

2009 to implemen

By the Draft Law it is proposed to amend the Lawttef Republic of Azerbaija
“On Currency Regulation” and add article 14-1.2nwelow content:

=)

“14-1.2. Where the relevant executive authority of the Rdipuof Azerbaijan

13¢



the
Recommendation o
the report

during its functions reveals the indications, teoe results of money laundering
financing of terrorism, in order to document ak thformation, necessary measu

shall be undertaken, and the information on thaliegtion of criminally obtained

funds or other property shall be submitted to tlem&al Prosecutor Office, and t

information on the financing of terrorism shall lsebmitted to the relevamt

executive authority.”

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

This issue has already been clarified in the firegress report.

Recommendation of
the MONEYVAL
Report

Customs should be provided with indicators to det®oney laundering an

or
res

he

financing of terrorism and have clear power to diefaersons such as cash couriers

where money laundering or financing of terrorisnsispected, for sufficient time
question persons on money laundering and finanoinggrrorism, before handin
them over to other authorities, as necessary.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o
the report

The State Customs Committee of the Republic of Bai@n in the process (¢
implementing indicators to detect money laundegend financing terrorism. Thes
indicators have been elaborated together with EiahMonitoring Service which i
authorized by its Statute to determine the releiraditators.

As it has been already explained to the experteaércourse of the Third Round
Mutual Evaluation, there are sufficient legal pgions in the Criminal Procedur
Code that empowered State Customs Committee taucopdeliminary enquiry in
any area dealing with customs activity.
Under the Criminal Procedural Code customs aufbkeritnay detain persorn
including cases where money laundering or finan€itegrorism is suspected, af
to conduct preliminary enquiry for term up to teays, before handing them over
other authorities, as necessary.

Measures taken to
implement the
recommendations
since the adoption
of the first progress
report

Draft amendments related to implementation of SRKprehensively regulate th
issue.

According to new amending Article 8 of the AML/CHIaw the State Custom
Committee of the Republic of Azerbaijan should infothe Financial Monitoring
Service on the grounds specified in the articled.17.and 7.2.2 of this Lay
immediately.
The detection criteria (special indicators) of tugrency values that are suspicid
for money laundering or terrorism financing spexifin the Article 8.1 of this Lay
are determined by the relevant executive auth¢sitg attached Annex).

Recommendation of
the MONEYVAL
Report

The competence of Customs to investigate moneydang and financing o
terrorism, which if discovered in the context oéithwork, should be reviewed.
would assist the national effort if they were em@@ad to conduct preliminar

enquiries in this area at least before handing saseer to the General Prosecutof.

Measures reporte
as of 7 Decembe
2009 to implemen
the

Recommendation o

Please see item above.

nd

is

the report
Measures taken to
implement the

recommendations

since the adoption
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of the first progress
report

(Other) changes
since the first
progress report
(e.g. draft laws,
draft regulations or
draft “other
enforceable means”
and other relevant
initiatives
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2.4. Specific Questions

Answers from the first progress report

1. Are all attempted suspicious transactions covedeby the reporting obligation under AML/CFT
law for all financial institutions?

Based on the article 7.2 of the AML/CFT Law, moriitg entities (financial institutions) shall ma

KE

suspicious transaction report (STR) to Financialnitwing Service on funds or other property,

transactions with them and the attempts to cartytramsactions regardless of their amount involhmey
following features:

e in situations that cause suspicions or reasonatdands for suspicions that funds or other

property are the proceeds of a criminal activitym related to terrorist financing;

e on any transaction with the funds or other propedgociated with the citizens of the country

which do not or insufficiently apply internatiorstndards against ML/TF, with the persons regidtere

that, who has a residency or permanent busingsssigountry, with the persons who has a bank atic
in banks registered in this country;

» on any transactions from bank accounts of polifjeaposed persons of foreign country;

» on transfer of funds from anonymous accounts thebat of the jurisdiction of the Republic

ou

of

Azerbaijan to the Republic of Azerbaijan, as wallteansfer funds to the anonymous accounts that are

out of the jurisdiction of the Republic of Azertzij
STR shall contain the following information:

» type of transaction;

» date of execution of transaction;

» amount of executed transaction;

e necessary information for the identification of dégand natural persons conducting
transaction;

» information about the beneficial owner;

» information on the nature, as well as the inforomatilescribing a chronological history of t
transaction;

» the grounds stipulating the suspiciousness of aetio.
The STR shall be submitted before the executionthef transaction. Where non—execution o

the

he

f a

transaction is impossible or where it is known that non-execution of the transaction may cquse

impediments for identification of the beneficial mev, after execution of the transaction the moimitp
entities shall immediately inform Financial Monitog Service.
The information submitted to Financial Monitoringr@ice shall not be disclosed.

[

2. Please explain (for each financial institution perating in Azerbaijan) the legal and regulatory

measures now in place to prevent criminals or theiassociates from holding or being beneficial

owners of a significant or controlling interest orholding a management function in a financial
institution.

Pursuant to article 10.1 of the Law “On Banks”, a&usirators of banks, their branches, divisio
representations and local branches and represargaif foreign banks shall be the persons havireyfil
proper characteristics.

Administrators are the members of Controllers’ Bipakudit Committee and Management Board of
Bank, as well as chief accountant of the bank (h&faatcounting service), employees of internal &
division, managers and chief accountants of bra)atepartments and representations of the bank.
Persons having fit and proper characteristics —#ygiimpeccable natural person, who is thought &
fair and trustful for its social position and pregeonal qualities, experience, business interdstghose
let him be the owner of majority participation sham the bank, administrator, temporary administr
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and liquidator.
Civil impeccability for the owner of majority of picipation share, and if it is the legal entityr {
management of his executive authorities, as wethasnanagement of subsidiary structures of thé ban
means the absence of criminal conviction for wiljfficommitted crimes; for administrator, temporary
administrator and liquidator — absence of convitfior a committed crime, absence for criminal relsg
on serious and especially serious crimes againgepty or in the sphere of economic activity, aloseof
restrictions by the court order, for holding of tpesition or engagement in professional activitjes,
absence of the fact on insolvency announcemenidgdurt.
Article 22 of the Law “On Banks” regulated the ragton of a significant or controlling interest the
charter capital of the bank. Based on this arti@@tral Bank shall reject the issuance of pernmit
following cases:
» if managers of executive authorities of legal perdo not have fit and proper characteristics;
» if the natural persons do not have fit and properacteristics.

=

172)

According to the Law “On Insurance Activity”, theieea requirement on the civil impeccability foeth
» administration of the insurers;
* managers of the executive body of the legal ebting insurers’ shareholders;
» citizen of the Republic of Azerbaijan being instseshareholders.
Definition of the civil impeccability is stipulateéh the article 1.1.41 of the Law, that is civ
impeccability — for the persons, specified hereof:
» absence of previous convictions for deliberatelycotted crime;
» absence of the previous convictions for grave peeially grave crimes against property and in
the sphere of economic activity;
e absence of restrictions according to the court rorfie holding appropriate position or
engagement in professional activities.
Article 121 of the mentioned Law provides that kiripeccability of a natural person shall be deiegd
on the base of the appropriate references of thesily of Internal Affairs given at the requestthé
insurance supervision authority.
According to the article 21.1 of the Law no persimejuding insurer’s founders and shareholders hitnjig
conclude contract, resulting in obtaining signifitaarticipating share (direct or indirect possassif 20
or more percent of distributed shares) in insungéisl up capital through purchase of its ordindrgress,
as well as carrying out significant control (contragranting any person power to considerably grilte
on legal entity in its decision-making , irrespeetdf whether he has or does not have sharessofetal
entity) over insurer without consent of insurangpesvision authority.
Article 19.1.2 stipulates that citizen of the Reljmilof Azerbaijan shall meet the civil impeccalyilit
requirement in order to become insurer's foundestareholder if he/she wishes to obtain signifigant
participating share or significant control in tmsurer.
In the article 19.2.2 it is indicated that in ordigcal legal entities to obtain significant paniating share
or significant control in the insurer its managefsexecutive body shall meet the civil impeccaili
requirement.
Foreign natural persons can’t be shareholder innth@rers of the Republic of Azerbaijan (article2l8).
Shareholder, being a foreign insurer or local leggdlty, which has significant participating shaskall
submit information on the occurrence of any circtamee, affecting civil impeccability of any
administering employee of local legal entity oréign insurer to the insurance supervision authgrity
within 10 working days from the date of its occuce.
In order to supervise over the observation of thig, insurance supervision authority might requinee
a year information on civil impeccability of shaobther being physical person, if it is legal entity
information on civil impeccability of the administeg employees of this shareholder (article 23.2).
According to article 37.1 of the Law members ofuires’s Directors Board, Management Board and
Inspection Commission, as well as head of the maeAudit Service, Chief accountant and Actuary |are

—
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administration (administering employees) of theures. Administration of insurer shall be appointed
the base of consent of the insurance supervisidinogty. Decision on appointment of the insure
administration without consent of insurance sudow authority shall be deemed void from the moni
of its adoption.

Article 37.2.6 stipulates that administration ofurer shall comply with the requirements of c
impeccability, determined in this Law. Before giginonsent to the appointment of any of the nomioe
the administration of the insurer that nominee Isipalss appropriate attestation in the insurd
supervision authority on the base of the regulatioletermined by this authority.

r's
ent
Vil
e
nce

The Regulation of the Ministry of Finance “On orgaion and implementation of attestation for

candidates to senior positions in insurers and ipAlypersons that want to get license for reley

ant

insurance intermediary activity” approved by thenistry’s order No. I-110 dated from November 14,

2008 the mentioned attestation shall be carriedypinsurance supervision body in two stages:

» first stage — submission of documentation confignitne compliance of the person wi
requirements of legislation regarding senior offiiof insurer or physical persons who act as arste
intermediary and review of that documentation gunance supervision body;

th

» second stage — filling in the test paper that cfléhe specific characteristics of intended sehior

official position or insurance intermediary activfor the license for which the application was mad

In the first stage along with other documents n@aito the administration of an insurer along with

other documents should submit an application orl @mpeccability on absence of the previg
convictions for grave or especially grave crimeaiagt property and in the sphere of economic dgti
If the nominee complies with other requirements genior official position or insurance intermedia
activity, insurance supervision authority shallmittrequest to the Ministry of Internal Affairs arder to
receive reference with regards to civil impeccapibif that nominee.

According to the paragraph 4.2 of the mentioned uRei@n the person who does not meet
requirements for senior official of insurer indiedtin the Law “On Insurance Activity” shall not
permitted to enter the exam. So it is impossibb the insurance supervision authority shall net
consent to the appointment of the nominee that doemeet the requirement of the civil impeccapiia
any administering post of an insurer listed indhticle 37.1 of the Law.

3. How many onsite inspections of financial institions have been undertaken by the NBA ang
other designated supervisory bodies since the adopth of the MER:

» solely for AML/CFT supervisory issues;

» which include an AML/CFT component as part of geneal supervisory activity?

Since the beginning of the 2009, 6 on-site inspesthad been conducted in the insurance sectam-3
site inspections had been conducted in the bardéntpr. During the inspections the issues of AMIT(C
had been particularly taken into consideration.

4. Please describe all sanctions applied for AML/CF infringements since the adoption of the MER,
including against whom they were applied (i.e. theredit or financial institution, the directors or
senior management, etc.).

After the adoption of the AML/CFT Law there weretramy cases of breach AML/CFT legislation,
possible sanctions hadn’t been applied in practice.

5. Have any guidelines on AML/CFT issues been pradd to financial institutions other than banks
since the evaluation? [Please provide copies in Higl of any new AML/CFT guidance issued by
the NBA or other authority to financial institution s since the adoption of the report.]

Supervision authorities in relation to financiastitutions adopted internal Action Plans to faatkt the
implementation of the AML/CFT Law by obliged ergi$i Based on Action Plans special Guidelines
AML/CFT issues shall be prepared as well.
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Additional gquestions since the first progress repdr

1. Is acquisition, possession and use of laundergdoperty still limited to property in significant
amounts?

By the adoption of New Law, acquisition, possessionse of minor amount of property, knowing, at th

time of receipt, that such property is the proce#fdsime was embedded to the Code of Administeativ

Infringements, Article 234.
Article 234. Acquisition, possession, use or disgos of funds or other property, knowing, that shc
funds or other property is the proceeds of crime

194.1. Acquisition, possession or use of fundstloergproperty in a minor amount, knowing, that suich

funds or other property is the proceeds of crinredigposition of funds or other property, knowirtngt
such funds or other property is the proceeds aherifor the purpose not to conceal or disguiselticé
origin of the funds or other property—

shall be punished by the fine from one hundreduwvé hundred manats with confiscation of property

Note: the minor amount stipulated in this artickeconsidered the amount up to one thousand manats

2. Please explain, if you have not already done sbhpw many autonomous 3 party money
laundering investigations, prosecutions and convians there have been since the first progres
report and what are/were the predicate offences ithese cases.

All prosecuted 9 criminal cases were self laundgNt_ offences and there have been no autonom@u
party money laundering investigations, prosecutemgs convictions since the first progress report.

3. What changes have been made since the last pregs report to ensure that judicial or
administrative means to freeze terrorist assets urat SR.IIl are not conditional upon the existenceg
of criminal proceedings (as the issue is explained paragraphs 10 and 11 of the FATF Information
Best Practices paper on Freezing or Terrorist Assst 23 June 2009)?

There has been included new article 7.2.5 to the . &AMFT Law which defines financial institutions’ ar
DNFBP’s obligation to freeze without delay of tetsb funds or other assets of designated persaoms
immediately make a STR to the Financial MonitorBgyvice about it. According to the AML/CFT La
assets of designated persons may be frozen up hashess days without institution of crimin
proceeding. Based on FIU disclosures the appreplat enforcement agency should seize funds
other property of designated persons by initiatirggiminal case.

But, following to the draft Law this shortcomingtine freezing mechanism is addressed and freetii
terrorist assets in the framework of UNSCR is na@dm conditional with any criminal proceedin
According amending articles 19-1.3 and 19-1.4 0 AML/CFT Law assets of designated persons n
be frozen without any delay by any person in thdttey of the Republic of Azerbaijan and the relav
executive authority and Financial Monitoring Seevighall be immediately informed hereof. Except
cases specified in Article 19-1.6 of the Law, theedts of the persons shall be frozen indefinitaly the
frozen assets shall be released immediately dfeedelisting of the person.

4. |s there a system in place to keep assets frozender UNSCR 1267 when criminal proceeding
end in an acquittal?

Please see information above.

5. How are attempted suspicious transactions covetein the law in the case of occasiong
customers?

Attempted suspicious transactions covered in thel@r7.2 of the AML/CFT Law and this provision
applicable in a same manner for all customers mmsactions, including occasional.

Article 7.2. Information on funds or other property, transawiovith them anthe attempts to carry out
transactions involving the following features shall be submittéo the financial monitoring orga
regardless of their amount:
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6. Please indicate the number of cases in which d@tation orders have been made in proceed
generating cases other than money laundering, anddicate for which predicate offences such

confiscation orders have been made.

N

Following chart includes statistics on cases inchltonfiscation orders have been made.

Year Number of cases Predicate offences
(Articles of the Criminal Code)
Aritcle 179. Assignment or waste
2009 3 Aritcle 213-1. Selling, storage or transportation with selli
purposes of products subject to excise duty withbatumentary
stamps
2010 5 Ar@tcle 179. As_signm(_ent or waste
Aritcle 311. Bribe taking
Aritcle 206. Smuggling
Aritcle 228. lllegal purchase, transfer, selling, storage, fpanstion
and carrying of fire-arms, accessories to it, siegpkexplosives
2011 6 Aritcle 313. Service forgery

Aritcle 318. lllegal crossing border of the Republic of Azejhai
Aritcle 320. Fake, manufacturing or selling of official docunn

—

state awards, seals, stamps, forms or use of afeihttocuments
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2.5.

Questions related to the Third Directive (2005/60/EC) and the

Implementation Directive (2006/70/EC)>

Implementation /

Application of the provisions in the Third Directive and the Implementation
Directive

indicaté
the Third
the

Please
whether
Directive and
Implementation
Directive have beer
fully implemented /
or are fully applied
and since when.

Third Directive (2005/60/EC) and the Implementatidinective (2006/70/EC) ar
not applicable for the Republic of Azerbaijan.

Please indicat
whether the Thir
Directive and th
Implementation

Directive have bee
fully implemented /
or are fully applied
and since when.

This issue has already been clarified in the firsgress report.

Beneficial Owner

Please indicaté
whether your lega
definition of
beneficial owner|
corresponds to th
definition of
beneficial owner in
the 3% Directivé
(please also provid
the legal text with

The definition of a “beneficial owner” is stipulaten the article 1.0.12 of thg
AML/CFT Law as follows: beneficial owner— natural person(s) who ultimatel
owns or controls a customer and/or the person ooselbehalf a transaction i
being conducted; it also incorporates those peratrsexercise ultimate effective
control over a legal person or arrangements.”

The definition of a “beneficial owner” was takerraditly from the Glossary t
FATF 40 Recommendations.

The article 9 AML/CFT Law set out mandatory prowiss in regard to the
financial institutions and DNFBP concerning ideottion (monitoring entities

D

Uy <<

|=)

IS

your reply) shall identify their customers and beneficial ov&)eand verification (monitoring
entities shall verify the identification data ogthcustomers and beneficial owne
using reliable, independent sources) procedures.

Please indicate This issue has already been clarified in the firegress report.

whether your lega
definition of
beneficial owner
corresponds to th
definition of
beneficial owner in
the 3% Directive
(please also provid
the legal text with

your reply)

11

11

5 For relevant legal texts

from the EU standards see Appendix II.

% Please see Article 3(6) of th€ Birective reproduced in Appendix II.

” Please see Atticle 3(6) of th¥ Birective reproduced in Appendix II.



Risk-Based Approach

Please indicate th
extent to which
financial institutions
have been permitte
to use a risk-base

By the Draft Law it is proposed to amend AML/CFTw.dor introduction of a
risk-based approach provisions.

After amendments financial institutions and DNFBi# apply CDD requirements
to customers existing until the entrance into foo€ehe AML/CFT Law, on the
basis of materiality and risk and to conduct dukgelice on such existing

3&%110;2%9 Cert;i? relationships at appropriate times.

of their AML/CFT

obligations.

Please indicate thgAlongside with the AML/CFT Law, the Regulation “Cstablishment of Internal

extent to which Control Systems” introduces a “risk-based approggéiforming enhanced arnd

financial institutions| simplified customer due diligence measures foredffit categories of customer,

:’Oa"jsgeg”rgifrb“;;ggb_u_siness relationships, transactions and prodtte. scope of enhanced due

SaRET o diligence measures are set forth not only in the LABFT Law, but also in

discharging certair aforementloned_ Regulatlo_n. _ _ ' '

of their AML/CFT | Item 6 of the this Regulation determines that, e&glorting entity should establigh

obligations. the rules and procedures that allow detectingypkd of risks related to customer,
business relationships, transactions and prodivseover, the reporting entitigs
may determine additional risk types for identifyiagd assessing the risks related to
money laundering or terrorism financing along witbk types specified by this
Regulation.
In relation to simplified customer due diligenceaseres, as the continuation policy
of “risk based” approach, the draft Regulation “@mplified Customer Dug
Diligence measures” has been prepared and curnemdlgr the consideration of the
relevant state authorities. This regulation defirthe minimum standards of
simplified due diligence issues by specifying tha Irisk situations. Furthermore,
there is no exemption from full customer due diige taking place when there is a
suspicion of money laundering or terrorism finagcin

Politically Exposed Persons

Please indicat¢ The definition of a “politically exposed personss’stipulated in the article 1.0.14

whether criteria for of the AML/CFT Law as follows: folitically exposed persons of foreign

identifying PEPS in coyntry — individuals who are or have been entrusted pitbminent public

accordance with te ,nctions in a foreign country (Heads of State bgavernment, senior politicians,

provisions in - the qoninr government, judicial or military officialsenior executives of state owned

Third Directive and
the Implementatior
Directive® are
provided for in your,
domestic legislatior
(please also provid
the legal text with

your reply).

corporations, important political party officialgls well as their family members d
close associates.”
This definition was
Recommendations.

taken directly from the Glossato FATF 40

=

Please indicat
whether criteria fo
identifying PEPSs i
accordance with th
provisions in th

This issue has already been clarified in the firsgress report.

® Please see Article 3(8) of th¥ Birective and Article 2 of Commission Directive(8J70/EC reproduced in Appendix IL.
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Third Directive and
the Implementation
Directive’ are
provided for in your,
domestic legislatior
(please also provid
the legal text with

your reply).

11

“Tipping off”

Please indicaté
whether the
prohibition is limited
to the transactior
report or also cover
ongoing ML or TF
investigations.

Both directions are covered by the national letjmta

The information submitted by the financial instituis and DNFBP to Financial

Monitoring Service shall not be disclosed. In ademrce with the Criminal Code:
Article 316—2. Disclosure of information about the measures to be takern
against the legalization of criminally obtained furds or other property and the
financing of terrorism

316-2.1.Except the cases prescribed by the Law, disclotweemeasures to h
taken against legalization of criminally obtainedds or other property by a pers
to whom these data has been trusted or known siteer

shall be punished by the penalty at a rate frorAQ r@anats up to 3 000 manats,
with imprisonment for the term up to one year witprivation of the right to hol
the certain posts or to engage in the certainiievfor the term up to three yed
or without it.
316-2.2.Except the cases prescribed by the Law, disclotheemeasures to h
taken against financing of terrorism by a personwtibom these data has be
trusted or known on service—

shall be punished by the penalty at a rate froA@rfianats up to 4 000 manats,
with imprisonment for the term up to two years wdtprivation of the right to hol
the certain posts or to engage in the certain iievfor the term up to three yed
or without it.
Under the Criminal Code it is also prohibited tedidse information on ongoin
inquiries or investigations without a prior conseht relevant officials, and guilt
persons shall be punished by the penalty at afmate 500 up to 1500 manats,

corrective works for the term up to two years, mpiisonment for the term up {
six months.

With respect to the

prohibition of
“tipping off” please
indicate whethe
there are

circumstances wher|
the prohibition is
lifted and, if so, the
details of such
circumstances.

The second part of FATF Recommendation 14 was im@iged in article 14 of th
AML/CFT Law:

Article 14. Exemption from liability for reporting of the transaction which is
subject to monitoring

Where the financial institutions and DNFBP, itssmemel, as well as the person
of the supervision authorities submit the informiation the transaction which
subject to monitoring to Financial Monitoring Sexiin order as defined by th
Law, they shall be exempt from any liability forelach of any restriction o
disclosure of the bank or other legally protectedrecy, as well as causing t
material and moral damage emerged as a resuleafisiclosure of information.

hel
is
is

he

D

Please indicaté
whether the
prohibition is limited
to the transactior

This issue has already been clarified in the firegress report.

® Please see Article 3(8) of th¥ Birective and Article 2 of Commission Directive(8J70/EC reproduced in Appendix IL.
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report or also covers
ongoing ML or TF
investigations.

With respect to the
prohibition of
“tipping off” please
indicate whethe
there are|

circumstances wherg

the prohibition is
lifted and, if so, the
details of such
circumstances.

“Corporate liability”

Please indicatg
whether  corporate
liability can be
applied where ar
infringement is
committed for the
benefit of that legal
person by a perso
who occupies &
leading position
within  that legal
person.

Concerning the introduction of criminal liabilityorf legal persons, please pe
informed as follows. Criminal Code of the Repubb€ Azerbaijan does naqt
recognize legal persons as subjects of a crimdiraestly stated in article 19 of the
Criminal Code, under which to criminal liability@lhbe subjected person, who has
mental capacity, committed a crime and reachedompiate age, settled by the
Criminal Code. This provision reflects one of thendamental principles g
criminal legislation — the principle of personaHility of a person.
Nevertheless, Azerbaijani legislation establishffsciéve sanctions against legal
persons for offenses related with money laundengterrorist financing. In
particular, article 348-3 of the Code of Adminisiva Infringements stipulates an
administrative fine of 8,000 up to 15,000 manats ¥wlations of AML/CFT
legislation by legal persons, and an administrafiive of 800 up to 1,000 manats
for violations of AML/CFT legislation by natural ®ons.

=

Can corporate
liability be applied
where the
infringement is
committed for the
benefit of that legal
person as a result
of lack of
supervision or
control by persons
who occupy a
leading position
within that legal
person.

The intentional element of the money launderingimgement is inferred from
factual circumstances of each offence.

Please indicat
whether  corporat
liability can be
applied where a
infringement is
committed for th
benefit of that lega
person by a perso
who  occupies

leading position

The draft Law “On amendments to Criminal Code & Bepublic of Azerbaijanf
was developed in order to introduce the provismmsorporate criminal liability.
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within  that legal
person.
Can corporate Please see information above.

liability be applied

where the
infringement is
committed for the

benefit of that lega
person as a result ¢
lack of supervision
or control by person

=Y

who  occupy &
leading position|
within  that legal
person.
DNFBPs
Please specify Under the AML/CFT Law the relevant obligations apf legal persons trading |n
whether the all goods where payments are made in cash in amr@ned 20,000 manats or over

obligations apply to
all natural and lega
persons trading in a
goods where
payments are mad
in cash in an amour
of € 15 000 or over.

(€ 15 000 or over).

Please specify
whether the|
obligations apply to
all natural and lega
persons trading in al
goods wherg
payments are mad
in cash in an amour

This issue was clarified during the first progressort.

~ D

of € 15 000 or over.
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2.6.

Statistics

2.6.1 Money laundering and financing of terrorismases

a) Statistics provided in the first progress report

2005
S . Convictions Proceeds Proceeds Proceeds
Investigations Prosecutions A - .
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML
FT
2006
S . Convictions Proceeds Proceeds Proceeds
Investigations Prosecutions ] - )
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML
FT
2007
— ' Convictions Proceeds Proceeds Proceeds
Investigations | Prosecutions . : :
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML
FT
2008
S . Convictions Proceeds Proceeds Proceeds
Investigations Prosecutions A : .
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML
FT




25.11.2009
Investigations | Prosecutions Conyictions Proceeds Progeeds Prqceeds
(final) frozen seized confiscated
amount amount amount
cases| persons| cases| persons| cases| persons| cases| (in cases| (in cases| (in
EUR) EUR) EUR)
ML 1 1 1 58,000
FT

progress report

b) Please complete, to the fullest extent possibkhe following tables since the adoption of the fit

2009
Investigations Prosecutions Cony|ct|ons Proceeds frozen| Proceeds seized Pro_ceeds
(final) confiscated
amount amount amount
cases| persons | cases| persons | cases| persons | cases (in cases (in cases (in
EUR) EUR) EUR)
ML 1 1 1 1 1 1 1 58,000 1 58,000 1 58,000
FT |
2010
Investigations Prosecutions Cony|ct|ons Proceeds frozen| Proceeds seized Pro_ceeds
(final) confiscated
amount amount amount
cases| persons | cases| persons | cases| persons | cases (in cases (in cases (in
EUR) EUR) EUR)
ML 1 3 1 3 1 3 1 181,00( 1 181,000 1 181,000
FT
2011
Investigations Prosecutions Conylct|ons Proceeds frozen| Proceeds seized Prqceeds
(final) confiscated
amount amount amount
cases| persons | cases| persons | cases| persons | cases (in cases (in cases (in
EUR) EUR) EUR)
ML 5 5 2 2 - - 2 726,000 2 726,000 - -
FT
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2.6.2 STR/ICTR

a) Statistics provided in the first progress report

2005

Statistical Information on reports received by theFIU

Judicial proceedings

reports about

> € notifications
reports about suspicious cases to law - -
transactions transactions opened indictments convictions
enforcement/
above (A.7.2.1 of by FIU ¢
- the AML Law) prosecutors
Monitoring threshold /
entities, e.g. ; O!’I)jeCtIVF{ ML ET ML ET
indicators in = = % =
the AML law | ML FT ML jFT ML | FT |8 518 5|8 585
0 0 (%] 0
(A7.2.27.2.5) S 5|8 |8 5|83
o o o o
Commercial Banks
Insurance Companies
Notaries
Currency Exchange
Broker Companies
Securities' Registrars
Lawyers
Accountants/Auditors
Company Service Provider
Others (please specify
and if necessary add
further rows)
Total
2006
Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases to law
suspicious opened indictments convictions
transactions by FIU ESIEETET
- reports about prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(] (%)) [%)] (]
threshold 1 vy | mr (e |er|me | e | 8 Sl 81 S| 8 2| 8 S
] a ] %) (2] 7] 12 (2]
(1 - (1 = ®© = © hdd
o [« o [} (&) [} o [«
o o o o

Commercial Banks

Insurance Companies

Notaries

Currency Exchange

Broker Companies

Securities' Registrars

Lawyers

Accountants/Auditors

Company Service Provider

Others (please specity
and if necessary add




further rows)

Total
2007
Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases
. to law - L
suspicious opened enforcement/ indictments convictions
- reports about transactions | by FIU prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(2] (2] (2] (2]
treshold vy Fr (Mo |FT i me | FT | 8 Sl 8 Sl 48] 5] 8 &
sl 2l& 2|l R 2l c 2
o 8 o 8_ o 8_ o 8_
Commercial Banks
Insurance Companies
Notaries
Currency Exchange
Broker Companies
Securities' Registrars
Lawyers
Accountants/Auditors
Company Service Provider
Others (please specify
and if necessary add
further rows)
Total
2008
Statistical Information on reports received by theFIU Judicial proceedings
notifications
reports about cases to law
suspicious opened enforcement/ indictments convictions
- reports about transactions | by FIU prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(] (] (] (]
threshold | vy | Fr M |rr M | fT | 8 Sl % 518 5| 3g &
2} 7] 2} 7] 12} 7] 12} 7}
(1 - (1 - (1 = [ s
o g_ o g_ o g_ o g_

Commercial Banks

Insurance Companies

Notaries

Currency Exchange

Broker Companies

Securities' Registrars

Lawyers

Accountants/Auditors

Company Service Provider

Others (please specify
and if necessary add
further rows)
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Total | | | ‘

20-25.11.2009

Statistical Information on reports received by theFIU

Judicial proceedings

notifications
reports about cases
suspicious opened o vy indictments convictions
transactions by FIU EMOEEMET
- reports about y prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(] ()] ()] ()]
threshold | vyl Eer [me jFer v | rT | 8 Sl 8 Sl 8] 5] 8 S
gl 212 2]l8| 21 & @2
o () o (] o (] o (]
o o o o
Commercial Banks 327
Insurance Companies 3
Notaries -
Currency Exchange 6
Broker Companies 3
Securities' Registrars 1
Lawyers -
Accountants/Auditors 3
Company Service Provider 3
Others (please specify
and if necessary add
further rows)
Pawnshops 8
Investment Funds -
Lottery organizer -
NGOs (Charities) -
Post -
Total 348

15€




b) Please complete, to the fullest extent possiblie following tables since the adoption of the fat

progress report

2009
tatistical Information on reports received by the udicial proceedings
Statistical Inf i ived by theFIU Judicial di
notifications
reports about cases o [
suspicious opened T (w, indictments convictions
transactions by FIU
reports about prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(%] ] 2] (%]
threshold Mc | FT [mejerime [Tl g 1252l 8] gl s
g 2l 2|8 2|8 2
o (] o )] o [¢}] o (]
o o o o
Commercial Banks 536 2 1
Insurance Companies 12 } }
Notaries (not obliged to file CTRS) 2 -
Currency Exchange (operate within banks) - -
Broker Companies 7 3 3
Securities' Registrars 2 } i
Lawyers (not obliged to file CTRs) - -
Accountants/Auditors (not obliged to file CTRs) i -
Company Service Providers | (notobliged to file CTRs) - -
Others (please specify
and if necessary add
further rows)
Pawnshops 19 - -
Post 3 - -
Total 579 4 | 1o 1] of 2| -] - - -0 -0 -1 -1-




2010

Statistical Information on reports received by theFIU

Judicial proceedings

reports about cases not:gt:lzs\?ns
suspicious opened I S indictments Convictions
transactions by FIU
reports about prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(%2} (2] (%2} (%2}
threshold ML | FT Ime [FT| M | FT | 21 5121 5] 2 5] g s
(2] (7] ] (7] ] (7] (2] (7]
] = @ = @ = ] =
o (] (8] (] (8] (] o (]
o o o o
Commercial Banks 44493 7920 12
Non-Bank Credit Organisations 9 B B
Insurance Companies 23 3 }
Notaries (not obliged to file CTRs 10 -
Currency Exchange (operate within banks) - -
Broker Companies 20 3 i
Securities' Registrars 3 3 3
Lawyers (not obliged to file CTRs) - -
Accountants/Auditors (not obliged to file CTRs) - -
Company Service Providers | (notobliged to file CTRs) i -
Others (please specify
and if necessary add
further rows)
Pawnshops 27 - -
Post 13 - -
Total 44588 7930 12 2 12 2 12 -

15¢




2011

Statistical Information on reports received by theFIU

Judicial proceedings

notifications
reports about cases to law
suspicious opened f y indictments Convictions
transactions by FIU S ES
reports about prosecutors
Monitoring transactions
entities, e.g. above ML FT ML FT
(%2} (2] (2] (2]
threshold ML | FT Mo [P iMme | FT | 21 Sl % S|l 3g| 5| 3]s
%] D 7] ) (7] 7] 2} 0
@ 2 I 2 I & I W
(&} [} o Q (&} Q (&} Q
o o o o
Commercial Banks 178085 15676 3
Non-Bank Credit Organisation 27 3 3
Insurance Companies 7 B B
Notaries (not obliged to file CTRS) 14
Currency Exchange (operate within banks) - -
Broker Companies 12 3 3
Securities' Registrars 3 3 B
Lawyers (not obliged to file CTRs) -
Accountants/Auditors (not obliged to file CTRs) i
Company Service Providers | (notobliged to file CTRs) -
Others (please specify
and if necessary add
further rows)
Real Estate Agencies 9 - -
Leasing Companies 28 - -
Post - 6 -
Total 178168 15696 3 1 3 1 3 1 E




2.6.3 AML/CFT Sanctions imposed by supervisory autities

Please complete a table (as beneath) for admitigrsanctions imposed for AML/CFT infringements in
respect of each type of supervised entity in tharftial sector (eg, one table for banks, one fuiriznce,
etc). If possible, please also indicate the type&ML/CFT infringements for which sanctions were
imposed in text beneath the tables in your reply.

If similar information is available in respect ofipervised DNFBP, could you please provide an

additional table (or tables) covering administratsanctions on DNFBP, also with information ashi t

types of AML/CFT infringements for which sanctiongre imposed in text beneath the tables in your

reply.

Please adapt the tables, as necessary, also tat@ainy criminal sanctions imposed on the initeabf
supervisory authorities and for what types of mjement.

Administrative Sanctions

2004 2005 2006 2007 2008 2009 2010 2011
for for
comparison | comparison
Number of AML/CFT 1 7
violations identified by the
supervisor
Type of measure/sanction*
Written warnings 6
Fines 1 1
Removal of
manager/compliance officd
Withdrawal of license
Other**
Total amount of fines EUR | EUR
1500 | 1500

Number of sanctions taken to
the court (where applicable)

Number of final court order

Average time for finalising 4

court order

* Please amend the types of sanction as necess#épycover sanctions available within

jurisdiction
** Please specify

your



3.  Appendices

3.1. APPENDIX I - Recommended Action Plan to Improve the AML / CFT System
AML/CFT System Recommended Action (listed in order of priority)
1. General No text required

2. Legal System and Related
Institutional Measures

2.1 Criminalisation of Money * Azerbaijan authorities should establish offences| of
Laundering (R.1 & 2) “insider trading” and “market manipulation”. Furth@ore the
offence of “financing of terrorism” should be widmhin order
to enable all relevant issues to be covered asgatedoffences
to money laundering.

» Legislation should be amended to provide cleamitedns
for the following concepts: “financial transactionsother
transactions”, “money funds” or “property”

e Azerbaijan should make the necessary amendments to
Article 193-1 of the Criminal Code to bring it inlime with the
provisions of the Vienna and Palermo Conventionfe [T
evaluators strongly advise to use the language haf| t
Conventions. In particular it is necessary to cnialise clearly,
and explicitly (i) the conversion or transfer ofoperty,
knowing that such property is the proceeds of criorethe
purpose of concealing or disguising the illicit gini of the
property or of helping any person who is involved the
commission of the predicate offence to evade thgalle
consequences of his or her action, (ii) the comoeat or
disguise of the true nature, source, location, afigjon,
movement or ownership of or rights with respecptoperty,
knowing that such property is the proceeds of crand (as
there are no basic concepts of the legal systeneptiag this)
(ii)the acquisition and possession of property Wimg at the
time of receipt that such property is the procesdsime.

e  Conspiracy is partly covered by association, budseto
be available to cover agreements to commit basiceyp
laundering by others not involved in organised etim
e The intentional element of the offence of money
laundering would benefit from being reflected ie thgislation.
» Legislation should be amended to bring liabilitylefal
persons into line with modern international staddar

*  The Criminal Code has to be clarified to make éaclthat
Azerbaijan has jurisdiction for the money laundgrioffence
when the predicate offence was committed abroad foyeign
citizen.

*  Azerbaijani prosecutors should test the provisitimsy
have to prosecute money laundering as a “stande’aloime
and, where necessary, invite the courts to drawessety|
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inferences. It is also strongly advised that Azgabaintroduce
a provision in its legislation clarifying that ttebsence of

judicial finding of guilt in respect of the predteaoffence
should not preclude money laundering investigaticarsl
prosecutions. It would help if this was also codpleith a
provision, which clearly indicates that the existenof the
underlying predicate offence (or, indeed, the ititeral element
of the money laundering offence) can be establigh@dmoney
laundering case by objective facts and circumstnce

*  There needs to be a firm prosecution policy andtiye
of jurisprudence, particularly on the evidentiagguirements
This should be accompanied by training and awaeerasing
in respect of police officers, prosecutors and @gdgarticularly
on how money laundering investigations and prosecsithave
been successfully achieved in other European jatieds.

2.2 Criminalisation of Terrorist
Financing (SR.I)

*  Criminal legislation should be further amended wdlyf
ensure that the money laundering offence fullyeefi the
terms of the Conventions so far as is consistenth
fundamental principles of domestic law, and that térrorist
financing offence is fully consistent with the 1988nvention.
*  The Azerbaijani authorities should reinforce thgjstem
for implementing UN SC Resolutions relating to mnetion and
suppression of financing terrorism (S/REC/1267 @9and
S/REC/1373 (2001) by developing and implementing
necessary procedures and mechanisms.
* Additional matters which need to be covered in grah
legislation are:

o liability of legal persons is not covered,;

0 awareness of some reporting entities with respec

their role in CTF mechanism;

0 a specific procedure for unfreezing the funds dwep

assets of persons or entities inadvertently affedte a

freezing mechanism upon verification that the pereo

entity is not a designated person.

Wi

h

—

t

2.3 Confiscation, freezing and
seizing of proceeds of crime (R.3

» Legislation should clearly state that “property¥ecs both
) direct and indirect proceeds of crime.

»  Confiscation should be legally available in respefcall

predicate offences to money laundering (as defimedhe

Glossary to the FATF Recommendations) not only ehbe

offences are committed in their aggravated formg, diso

where they are committed in their basic forms.

»  Confiscation of criminal proceeds should be madarty

mandatory in respect of some of the major procged®rating

offences, like drug and human trafficking.

. In respect of certain serious proceeds-generafiegaes,

consideration should be given to reversing the dmuraf proof

after conviction for the criminal offence, when theurt is

considering the lawful origin property in the handk the

convicted person.

*  The provision for asset sharing in corruption casesuld




be extended to cover confiscation in all cases.

2.4 Freezing of funds used for
terrorist financing (SR.111)

UNSCR 1267 and 1373.

e There should be a mechanism for conversion
Azerbaijani law of designations under UNSCR 126@ #nthe
context of UNSCR 1373. Specifically, there shouéd & clear
national authority for designations under 1373 afudt
consideration of foreign requests for designatiofshis

grounds or a reasonable basis exists to initiatézierbaijan @
freezing action (and subsequent freezing of fundsother
assets) in respect of persons designated by thindtdes.
 All designations under 1267 and 1373 should
communicated promptly to all parts of the financiattor.

e All parts of the financial sector which may holdgeted
funds should be given clear guidance on the widaning of
funds or other assets in the context of SR.Ill,dafined in
criterion I11.4.

» All of the financial sector needs to understand tiveethe
system is administrative in the sense that theypasgtively
required to take initial freezing actions themss)var whethel
they should simply notify an authority of a matcithaa view to
an application by the competent authorities foreg£ing ordet
from the courts.

» There needs to be publicly known procedures for
listing and unfreezing and for those inadvertemtfected by
freezing mechanisms.

* The Azerbaijan authorities may wish to consider
merits of a more administrative procedure for hamgdER.111 in
its entirety, subject to proper safeguards (esfpgcidath regard
to bona fide third Parties).

»  All supervisors should be actively checking compdia
with SR.III and sanctions should be available @oapplied by
the supervisors) for non-compliance.

e Dedicated AML/CFT legislation is required that insps
duties on the regulated sector with sanctions & dkient of
non-compliance.

A comprehensive and transparent legal structurdses
be put in place now which ensures that all therfina sector]
receives designations and understands its obligatiander

into

mechanism must assess without delay whether relblgana

be

de-

the

2.5 The Financial Intelligence Un
and its functions (R.26)

ite  An FIU should be created as a matter of urgencg. Al
should be adequately structured, funded and staféeul
provided with sufficient technical and other resms to fully
perform its functions. The FIU should have accessetevant
registers, and it should be authorised to dissamifinancial
information and other intelligence both to the omadl law
enforcement authorities and to foreign FIUs. Togethith the
creation of an FIU the evaluators also recommend
introduction of a legal obligation for financialtéermediaries tdg
report suspicious transactions and activity tokHg. The FIU

should keep adequate statistics on received sosgi

th

Q.
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transaction reports as well as on requests fostassie.

«  Attention will need to be given to the number araining
of staff when the FIU is fully established, howeute overall
impression was that law enforcement is adequagslgurced.

2.6 Law enforcement, prosecutio
and other competent authorities
(R.27 & 28)

ne  One agency should be clearly tasked with the réeeid
investigation of STRs when the draft law is passédhe
present arrangements are retained, all STRs sheutdpied tg
the General Prosecutor so that he can activelyrdinate their,
investigation.

» All investigation bodies responsible for detectiand
investigation of proceeds-generating cases nebé gensitised
to the importance of the financial aspects of theeses.

* A concerted effort should be made now to raise eness
of the law enforcement community that money lauimggis not
just an adjunct to corruption cases, but that thinomoney
laundering investigations more success can be \ahién
confiscation of the real indirect profits made byganised
crime. To this end law enforcement and prosecuteex] more
training on evidential issues in money launderiages, perhap
looking at how prosecutors in other jurisdictioaskle some o
the difficult evidential issues in these cases.

 An approach to autonomous money laundering urge
needs to be developed — one which does not cala fprior
conviction for the predicate offence in money laeniay cases.
e More should be done to train the major investigatior
modern financial investigation techniques, whichl whcover
laundering cases.

. In major cases, where the prosecutor is askedetfice
to obtain a court decision concerning coercive mess
the prosecutor should proactively consider thesdiaation of
the case — whether the case should be considetéashas ong
where the predicate offence only is investigatedt v is
recommended that he should advise investigators,
appropriate cases, to pursue the money laundesipgces. The
mindset of law enforcement and prosecutors whicftentrates
only on the predicate offence, whether it is cotiarp drug or
human trafficking, without considering the moneyridering
aspects needs to be changed if any real succ#ss irea is tc
be achieved now that the money laundering offerae een
extended beyond the drugs predicate.

)

(7]

ntly

2.7 Cross Border Declaration &
Disclosure (SR IX)

* There is a need for measures to strengthen theitapa
Customs to detect funds possibly linked with molaeydering
and financing of terrorism.

*  Customs should be provided with indicators to de
money laundering and financing of terrorism andehalear
power to detain persons such as cash couriers wherey
laundering or financing of terrorism is suspected,sufficient
time to question persons on money laundering arahéiing of
terrorism, before handling them over to other arities, as

tec

necessary.
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e The competence of Customs to investigate mg
laundering and financing of terrorism, which isadigered in
the context of their work, should be reviewed. tuld assist
the national effort if they were empowered to cad
preliminary enquiries in this area at least befoaeding case
over to the General Prosecutor.

3. Preventive Measures —
Financial Institutions

3.1 Risk of money laundering or
terrorist financing

The Azerbaijani authorities should introduce prop®iL/CFT
legislation with a “risk based” approach.

3.2 Customer due diligence,
including enhanced or reduced
measures (R.5 to 8)

. Introduce comprehensive AML/CFT preventive legisiat
without further delay.

. It is strongly advised that the asterisked critémidr.5 be
placed into AML/CFT legislation.

»  CDD measures should be explicitly applied, not anen
establishing business relations, but also:

o when financial institutions carry out (domestic
international) transactions which appear to bedih
and are above the threshold of US$/Euro 15,000;

0 when carrying out occasional transactions thatare
transfers;

o when there is the suspicion of ML and FT regardids
any exemptions or thresholds or,

o when the financial institution has doubts about
veracity or adequacy of previously obtained custo
identification data.

» The concept of verification of identification shdube
further addressed. The Azerbaijani authorities khtake stepg

to apply an enhanced verification process in apjmtg cases,

Financial institutions should then determine anerimal
procedure for approval from senior management &egories
of clients, products, services and transactionssidened as
higher risk of money laundering and of terrorismaficing.

e Financial institutions should be advised to useamy the
documents as currently prescribed by law but asose othe
reliable, independent source documents, data orriration for
the verification of the customer’s identity.

e Azerbaijani legislation should provide a definitioof
“beneficial owner”, on the basis of the glossarytloé FATF
Methodology.

*  Financial institutions should be required to taasonablg
measures to verify the identity of beneficial owsarsing
relevant information or data obtained from reliabdeirces.

*  Financial institutions should be required to deiasrfor
all clients whether the customer is acting on kebfla third
party and, if this is the case, identify the betiafiowner and
verify the latter's identity. As regards clients ialn are legal
persons, financial institutions should understdreddontrolling
structure of the customer and determine who thesfizal

ney

1°2)

or

wn

the
me

owner is.
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 Financial institutions should be required to obt

information on the purpose and intended naturdefbiusiness

relationship.

e The scrutiny of transactions and the updating
identification data acquired during the CDD procsissuld be
undertaken as an ongoing process of due diligentehe
business relationship and this requirement shoelddh out by
the AML Law, in order to ensure that the transaxgidoeing
conducted are consistent with the financial ingths’
knowledge of the client.

. It should be made clear to financial institutiamattif they
are unable to satisfactorily complete CDD measuthsy
should consider making an STR.

* Financial institutions should be required by enéatae
means to identify all existing clients (on the kasi materiality
and risk) and to conduct due diligence on such tiegis
relationships at appropriate times, in order to uaeq all
missing data and information.

*  With regard to PEPs, measures should be put ire pileat
require financial institutions:

0 to determine if the client or the potential clignt-
according to the FATF definition — a PEP;

0 to obtain senior management approval for establishi
business relation with a PEP;

0 to conduct higher CDD and enhanced ongoing
diligence on the source of the funds depositedéted:
or transferred through the financial institutiong the
PEP.

. In relation to cross-border correspondent bankingl
services, financial institutions should be required obtain
further information on:

ain

D

of

due

a

o the reputation of the respondent counterparts from

publicly available information;

0 assessing the adequacy of the existing AML/C

controls in a respondent bank;
o document the respective AML/CFT responsibilities
each institution;

0 obtain guarantees that counterpart organisatiop$/ ap

FT

of

the normal CDD measures to all customers that have

client access to the accounts of the correspon

institutions and that it is able to provide relevan

customer identification data on request.
*  Financial institutions should be required to hawodiqes
in place to prevent the misuse of technologicalettgsments
for AML/CFT purposes, and to have policies in plazaddress
specific risks associated with non face to facesaations.

3.3 Third parties and introduced
business (R.9)

*  The Azerbaijan authorities should cover all theeatal
criteria under Recommendation 9 in the AML Law amsure
that this contains rules for third party reliance imtroduced

dent

business.
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3.4 Financial institution secrecy g
confidentiality (R.4)

re Law on Providence of Heritage should be repealed
passage of the AML Law.

A provision should be made for the sharing of infation
between financial institutions in relation to capendent
banking and in relation to identification of custes involved
in cross-border or international wire transfers.

3.5 Record keeping and wire
transfer rules (R.10 & SR.VII)

A clear obligation to keep records of account fikrsd
business correspondence should be introduced Ifdinahcial
institutions and a provision to ensure that the aagory record
keeping period may be extended in specific cases vpquest
of an authority should be included in the legislati

The information needed for domestic wire transgrsuld
include also the originator's address and an otitigathat the
information included in wire transfers is meanirgfand
accurate should be included.

The requirements for each intermediary and beraiic
financial institution in the payment chain to ersuhat all
originator information that accompanies the wiransfer is
transmitted with the transfer must be added iddbeslation.
The sanctions regime concerning SR VII must be
more effective in order to be applied in practice

3.6 Monitoring of transactions an
relationships (R.11 & 21)

de  The essential criteria in FATF Recommendation ldukh
be implemented by law, regulation or other enfdoteaneans.
Recommendation 21 should be implemented by
regulation or other enforceable means.

3.7 Suspicious transaction report
and other reporting (R.13-14, 19,
25 & SR.IV)

Sse  Azerbaijan as a matter of the highest priority dt@et up
a system of mandatory reporting of suspicious fatigns and
activities in law or regulation. The reporting aation should
relate both to suspicions concerning money laundeaind to
suspicions concerning the financing of terrorisnii. filhancial
institutions and relevant non-financial institutiocovered by
the FATF recommendations (or the EU Directive) $tidoe
subject to the reporting duty.

The new legislation should also address the spe
guestions of disclosing the fact that an STR orates
information is being reported to the FIU and previtor
protection from criminal or civil liability for fiancial
institutions, their directors, officers and emplegenhere they
report suspicious transactions in good faith.

Once a statutorily based STR system is in place
Azerbaijan authorities should consider the provisiof
adequate and appropriate feedback to reportingemnti

on

ade

aw,

cifi

the

3.8 Internal controls, complianc
audit and foreign branches (R.
& 22)

es  The Azerbaijani authorities should consider inahgdin
L¥aw, regulation or other enforceable means a reqmeént for
financial institutions to develop programmes adaimoney
laundering and financing of terrorism.

A requirement for financial institutions to desitmaat
least an AML/CFT compliance officer at the manageinevel
must be introduced in the legislation.

FT

Provision concerning timely access of the AML/C
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compliance officer and other appropriate staff @BCand other
relevant information has to be introduced.

*  Financial institutions should be required to induthe
necessity for internal audit to test compliancehvitte internal
procedures and policies for AML/CFT.

* A requirement for financial institutions to put place
screening procedures to ensure high standards kihieg staff
needs to be addressed by the Azerbaijani legislatio

»  Financial institutions should be required to putpiace
screening procedures to ensure high standards wwirerg
employees.

* Arequirement for financial institutions to enstinat their
foreign branches and subsidiaries pay particuleentbn to
ensuring that AML/CFT measures applied are cornsistgth
the Azerbaijani legislation in countries that dot nor
insufficiently apply the FATF Recommendations andcaseg
where the AML/CFT minimum standard differs should
included in local normative acts.

e A requirement should be introduced for finang
institutions to inform their Azerbaijani supervisavhen a
foreign branch or subsidiary is unable to obsempprapriate
AML/CFT measures in the host country.

ial

3.9 Shell banks (R.18)

* Azerbaijan should review its laws, regulations &
procedures and implement specific requirements rauyehe
prohibition of the establishment or the continugetration of
shell banks. Furthermore, financial institutionsowd be
prohibited from entering into or continuing corresdent
banking relationships with shell banks. In additidrere should
be an obligation placed on financial institutions $atisfy
themselves that respondent financial institutiomsaiforeign
country do not permit their accounts to be usedhsil banks
It would be helpful if the NBA then considered mpelically
seeking assurances in writing from all their bathied they have
no direct or indirect correspondent relationshipishwshell
banks.

and

3.10 The supervisory and
oversight system - competent
authorities and SROs. Role,
functions, duties and powers
(including sanctions) (R.23, 29, 1
& 25)

»  Azerbaijan should implement effective, proportienand
dissuasive sanctions available to deal with naturddgal person
that fail to comply with national AML/CFT requiremis.

»  Sanctions should be available in relation not ¢mithe legal
7persons that are financial institutions or busiegdsut also t
their directors and senior management.

e The range of sanctions available should be broad
proportionate to the severity of a situation. Tlséypuld include
the power to impose not only disciplinary, but afsmancial
sanctions and the power to withdraw, restrict ospsad the
financial institution’s license for not observing MA/CFT
requirements.

*  The authorities should provide supervisors withqadée
powers of enforcement and sanction against thetdiseor senio

U7r

an

management of financial institutions for failureclamply with or
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properly implement requirements to combat moneydating
and terrorist financing.

Staff of all supervisory bodies should be requited
maintain high professional standards and to keefegsional
secrets confidential and clear ethical rules shbeldeveloped.

3.11 Money value transfer servic
(SR.VI)

s  The authorities should implement requirements latioe to
Recommendations 4-11, 13-15 and 21-23 specifiethioMVT
service providers.

The sanctioning system for infringements of thestxg
legislative acts requiring court decisions via &atlon of the
supervisory authorities does not work in practice ®@o
sanctions apart from NBA corrective measures farkbahave
been imposed so far. It should be amended to peofad an
effective sanctioning regime.

The legislation should be amended in order to mre

criminals or their associates from holding or beitlge

beneficial owner of a significant or controllingténest or
holding a management function in a bank.

4.
Financial Businesses and
Professions

Preventive Measures — Non

4.1 Customer due diligence and
record-keeping (R.12)

It is strongly recommended that the Azerbaijan auities
make all DNFBP, as defined by FATF, subject to ARIET
obligations. It is also advised that tax advisolsttery
organisers and auditors are covered.

Azerbaijan should fully implement Recommendation$,5
8, 10 and 11 and make these measures applicabE8P

4.2 Suspicious transaction
reporting (R.16)

Recommendations 13 — 15 and 21 are not addresgsbd
Azerbaijani legislation and should be implementadINFBP as
soon as possible

in

4.3 Regulation, supervision and
monitoring (R.24-25)

All the relevant categories of DNFBP should be tideld
as obliged entities under the AML/CFT regime. Ag ttame
time the relevant supervisory authorities shoulddbsignated
and their powers should be defined in accordante RATF
recommendations, including powers to monitor andcsan
DNFBP for deficiencies connected with AML/CFT.
Guidance for DNFBP should be provided including 4
measures that these institutions could take torenthat their
AML/CFT measures are effective.

ANy

4.4 Other non-financial businesst

and professions (R.20)

28 In the domestic context of Azerbaijan, the Azerdudi]
authorities should consider which other non-finah
businesses or professions may be considered td hiskaof
being misused for money laundering or terrorisaficing.

5. Legal Persons and
Arrangements & Non-Profit
Organisations

5.1 Legal Persons — Access to
beneficial ownership and control
information (R.33)

5.2 Legal Arrangements — Acces




to beneficial ownership and
control information (R.34)

5.3 Non-profit organisations
(SR.VII)

 Powers should be set out in the law and regulation
ensure that known terrorist organisations wouldphzhibited
from establishing a legitimate NPO or to becomiagt pf it in
a later stage.

» The Azerbaijani authorities should periodically ieav
NPOs/NGOs with the object of assessing terrorisarfting
vulnerabilities.

e A permanent independent audit should be carriediro
order to ensure that funds are used for the sfateploses, tg
check if the funds have reached the intended be&agfiand to
detect misdirection of the funds.

verification measures to ensure that their entitees well as
their partner organisations are not being penetrate
manipulated by terrorists or terrorist organisaiorSuch
preventive measures should also include specidhira
programs for the designated authorities which arehiarge of
supervising the NPOs/NGOs sector. Terrorist finagp@@xperts
should work with NPOs/NGOs supervisory authoritiegaise
awareness on the problems faced and to alert tagtberities
to the specific characteristics of terrorist finugc

* A further review of the laws on NPOs/NGOs basedion
assessment of the vulnerabilities and needs afabr should
be undertaken.

6. National and International
Co-operation

6.1 National co-operation and
coordination (R.31)

*  When the AML Law is passed, a working group at
policy level to monitor the effectiveness of itsphpation and
the effectiveness of the system overall would &ssis

» Atthe working level it is advised that the newlypainted
FIU creates a working group or groups which reaghto the
financial sector and relevant parts of he DNFBRageist the
process of embedding the new provisions into AZfgia
practice. Similarly, the FIU will need to co-operah a bettel
way than the NBA is able to do at present with énforcement

law enforcement and is thus able to give feedbackhe
reporting entities.

6.2 The Conventions and UN
Special Resolutions (R.35 & SR.

e Criminal legislation ratifying the Vienna and Paher
)Conventions and the Terrorist Financing Convensibauld be
further amended to fully ensure that the money daung
offence fully reflects the terms of the Conventi@usfar as is
consistent with fundamental principles of domestiw, and
that the terrorist financing offence is fully costsint with the
1999 Convention.

* Itis recommended that Azerbaijan authorities wice its
system for implementing UN SC Resolutions relatitg

to ensure that the FIU receives feedback on thesdasends to

* The NPOs/NGOs should be required to take prevemntive

the

prevention and suppression of financing terroriS#REC/1267|
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(1999) and S/REC/1373 (2001) by developing and

implementing the necessary procedures and mechgnism
»  The following issues still need to be addressed:
o liability of legal persons is not covered;
o0 awareness of some reporting entities with resped
their role in CTF mechanism;

0 a specific procedure for unfreezing the funds dwept

assets of persons or entities inadvertently aftebiea
freezing mechanism upon verification that the perso
entity is not a designated person.

6.3 Mutual Legal Assistance
(R.36-38 & SR.V)

 Broaden the ML and TF offences to avoid dual cratity
problems.

*  The Azerbaijan authorities are recommended to densi
review of existing law and practice in this aredadentify any
features which may act as barriers to the developnoé
practical co-operation of this type (R.38).

6.4 Extradition (R.39, 37 & SR.V

« Broaden ML and TF offences to avoid potential d
criminality problems

6.5 Other Forms of Co-operation
(R.40 & SR.V)

«  Establish a FIU and apply to Egmont.
» Establish a firm legal basis for supervisory exgenof
information in TF (and ML) and establish more piaet

7. Other Issues

7.1 Resources and statistics (R.
& 32)

30 Reconsider resources for AML/CFT issues in all @ec
and review and establish clear integrity standdiats law
enforcement and supervisors in the context of AMEYC

. More relevant AML/CFT financing required for Ia
enforcement, prosecutors and judges.
. More statistics need to be available to reviewgenance
of AML/CFT systems on a regular basis.
. Keep comprehensive statistics on ML investigatic
prosecutions and convictions and on provisional smess ang
confiscations in ML cases and in other major prdse
generating cases.

. Keep statistics on MLA and FIU to FIU cooperatiohem
the FIU is established and keep statistics showliegrange of
international cooperation by the supervisory adtiesr with

ual

W

ns,

e

their counterparts.
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3.2. APPENDIX Il — Relevant EU texts

Excerpt from Directive 2005/60/EC of the European Brliament and of the Council, formally
adopted 20 September 2005, on the prevention of thise of the financial system for the purpose of
money laundering and terrorist financing

Article 3 (6) of EU AML/CFT Directive 2005/60/EC @ Directive):

(6) "beneficial owner" means the natural persom{sy ultimately owns or controls the customer and/or
the natural person on whose behalf a transacti@ctority is being conducted. The beneficial owsleall
at least include:

(a) in the case of corporate entities:

() the natural person(s) who ultimately owns omtcols a legal entity through direct or indirect
ownership or control over a sufficient percentadeth® shares or voting rights in that legal entity,
including through bearer share holdings, other thaompany listed on a regulated market that igestib
to disclosure requirements consistent with Commuleigjislation or subject to equivalent internationa
standards; a percentage of 25 % plus one shalebshd¢éemed sufficient to meet this criterion;

(i) the natural person(s) who otherwise exercis@grol over the management of a legal entity:

(b) in the case of legal entities, such as fouwdati and legal arrangements, such as trusts, which
administer and distribute funds:

() where the future beneficiaries have alreadynbeéetermined, the natural person(s) who is the
beneficiary of 25 % or more of the property of gdlearrangement or entity;

(i) where the individuals that benefit from they# arrangement or entity have yet to be determitied
class of persons in whose main interest the legahgement or entity is set up or operates;

(iii) the natural person(s) who exercises contr@ra25 % or more of the property of a legal arranget

or entity;

Article 3 (8) of the EU AML/CFT Directive 2005/60EC(3rd Directive):

(8) "politically exposed persons" means naturakpes who are or have been entrusted with prominent
public functions and immediate family members, erspns known to be close associates, of such
persons;

Excerpt from Commission directive 2006/70/EC of Gghist 2006 laying down implementing measures
for Directive 2005/60/EC of the European Parliamantl of the Council as regards the definition of
‘politically exposed person’ and the technical emiia for simplified customer due diligence procexur
and for exemption on grounds of a financial agfigibnducted on an occasional or very limited basis.

Article 2 of Commission Directive 2006/70/EC (Implmentation Directive):

Article 2
Politically exposed persons

1. For the purposes of Article 3(8) of DirectiveOB060/EC, "natural persons who are or have been
entrusted with prominent public functions" shattlirde the following:



(a) heads of State, heads of government, miniatetsleputy or assistant ministers;

(b) members of parliaments;

(c) members of supreme courts, of constitutionalrtsoor of other high-level judicial bodies whose
decisions are not subject to further appeal, exicegtceptional circumstances;

(d) members of courts of auditors or of the boafdsentral banks;

(e) ambassadors, chargés d'affaires and high-rquaiiicers in the armed forces;

() members of the administrative, management pestsory bodies of State-owned enterprises.

None of the categories set out in points (a) t@{fhe first subparagraph shall be understoodasring
middle ranking or more junior officials.

The categories set out in points (a) to (e) of fine subparagraph shall, where applicable, include
positions at Community and international level.

2. For the purposes of Article 3(8) of DirectiveOB060/EC, "immediate family members" shall include
the following:

(a) the spouse;

(b) any partner considered by national law as eteit to the spouse;

(c) the children and their spouses or partners;

(d) the parents.

3. For the purposes of Article 3(8) of DirectiveOBI60/EC, "persons known to be close associatesl' sh
include the following:

(@) any natural person who is known to have joiahdjicial ownership of legal entities or legal
arrangements, or any other close business relatiotisa person referred to in paragraph 1;

(b) any natural person who has sole beneficial ositip of a legal entity or legal arrangement which
known to have been set up for the benefit de fatthe person referred to in paragraph 1.

4. Without prejudice to the application, on a rsglasitive basis, of enhanced customer due diligence
measures, where a person has ceased to be entnitstedprominent public function within the meagin

of paragraph 1 of this Article for a period of aa$t one year, institutions and persons referred to
Article 2(1) of Directive 2005/60/EC shall not bieliged to consider such a person as politicallyosegl.
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3.3.

AML Law
AZN
CDD
CETS
CFT

CTR
DNFBP
ETS
FATF

FIU

SRO

SCS
Azerbaijan

STRs
SWIFT

APPENDIX Ill — List of acronyms used

Anti-Money Laundering Law

Azerbaijani Manat

Customer Due Diligence

Council of Europe Treaty Series
Combating the financing of terrorism
Cash Transaction Reports

Designated Non-Financial Businesses anckeBsins
European Treaty Series [since 1.1.2004: CET8uncil of Europe Treaty Series]
Financial Action Task Force

Financial Intelligence Unit

Interpretative Note

Information Technology

Law Enforcement Agency

Ministry of Foreign Affairs
Mutual Legal Assistance

Ministry of Taxes

Memorandum of Understanding

National Bank of Azerbaijan
Non-cooperative countries and territories
Non-Profit Organisation

Politically Exposed Persons
Self-Regulatory Organisation

State Committee on Securities under AuspicémdPresident of the Republic of

Suspicious transaction reports

Society for Worldwide Interbank Financiall@d@mmunication
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